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Dear Shareholders,

On behalf of the Board of Directors, | am pleased to present to you the annual results of Chitaly Holdings Limited
for the year ended 31 December 2004.

2004 was a successful year for Chitaly. We attained record high in both turnover and profit. Turnover increased
34.3% from HK$300.7 million last year to HK$403.8 million this year. Net profit for the year amounted to
HK$108.0 million, representing a surge of 39.9% as compared to HK$77.2 million in 2003. The results were
attributable to our commitment in brand building and new product development as well as efforts to expand the
Group’s production facility. Additional production facility supported the launch of new product series and also
helped the management to better allocate and apply existing resources, and the enlarged production volume
brought about economies of scale benefits. Together with stringent cost controls and stable raw material price,
the Group was able to sustain healthy margins with a gross profit margin of 37.3% (2003: 35.8%) and a net
profit margin of 26.7% (2003: 25.7%).

To share the fruitful results with our shareholders, the Board of Directors recommends the payment of a final
dividend of HK14.0 cents per share {2003: HK12.0 cents per share) for the year ended 31 December 2004. In
addition to the interim dividend of HK12.0 cents per share (2003: HK6.0 cents per share), the total dividend for
the year will be HK26.0 cents per share (2003: HK18.0 cents per share), representing a payout ratio of 58.7%.

CHINA MARKET: OVERVIEW

China is one of the world's largest furniture production bases. Its furniture industry enjoys rapid growth prompted
by escalating demands from both overseas and the domestic markets. The China National Furniture Association
forecasted that sales in the furniture market will reach 170 billion Renminbi by 2005 and 300 billion Renminbi by
2015, with growth rates between 12% and 15%. China is also one of the top five furniture exporters in the
world. According to China Custom Statistics, China’s export of furniture and parts reached US$10.2 billion
(equivalent to approximately 84.4 billion Renminbi) in 2004, representing an increase of 39.3% as compared with

2003. These figures affirmed the market potential of the China furniture market.

Despite the promising market outlook, the industry also faces challenges. In around April to May 2004, the
Chinese Government stepped up its macroeconomic controls to restrain excessive investment in certain sectors.
Nevertheless, the nation's GDP in 2004 still recorded a 9.5% growth to reach 1.365 trillion Renminbi. The demand
for housing, especially luxurious residential units, has been picking up swiftly and so has the demand for medium
to high-end furniture. In addition, more companies are attracted to invest in China as a result of its accession to
the WTO, leading to a growth in the expatriate populations in major Chinese cities. The furniture market needs
finer products of fashionable designs to meet the demand of this group of potential customers. Leveraging our
extensive distribution network comprising over 810 outlets in 29 provinces and municipalities in China selling
products of our famed “Royal”, "Knight” and "Simplified” brand products, and boasting the ability to
manufacture quality home furniture of sophisticated European designs together with impeccable business
reputation, Chitaly is set to benefit from the booming economy and the growing demand of customers looking

for stylish furniture with top-shelf features.

4
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STRATEGIC DEVELOPMENTS & PROSPECT

We operate in a highly competitive environment. To safeguard the Group's leading market position, besides
producing the highest quality products, we also mount effective marketing campaigns to publicise our “Royal”,
“Knight” and “Simplified” brands to potential customers. We are one of the very first furniture manufacturers to
appoint celebrity endorser to promote cur brands and products. Complimented by Ms. Rosmund Kwan, well-
known and loved celebrity in the Greater China Region, Chitaly's brands have been firmly stamped in the minds of
consumers nationwide. The Group is pleased to announce that Ms. Kwan has signed another 3-year endorsement
contract with the Group. We are confident of expanding the Group’s brand names even further into new potential
markets.

The success of our franchisees is the cornerstone of Chitaly’s growth. It is our goal to continue to foster the
growth of our franchisees. As a step to strengthen our brand and our corporate image, we have started retrieving
our franchise rights and forging partnership with existing franchisees in certain major cities in China such as
Shanghai and Shenzhen. This is not an adjustment of our franchisee model but an enhancement of the franchisee
system. The move is merely to rid the weaknesses in the franchisee system, not to take business from the
franchisees. We plan to build flagship stores to enhance the Group’s overall brand image, and the sophisticated
style of the stores can serve as an important reference for franchisees in neighbouring cities. Being able to secure
maximum brand exposure in major Chinese cities will also help the Group attract additional businesses from
overseas.

To further expand our presence, we will continue to strengthen our distribution network in the country, which will
enable the Group to grasp arising business opportunities. The Group targets at having a total of 1,000 specialty
outlets in China by the end of 2005. In view of the favourable market outlook and our expansion blueprint, we
are planning to inject approximately HK$100 million in the coming 5 years to expand the monthly production
capacity by 150%. The investment will sharpen the Group’s competitive edge, allows us to meet the escalating

demands for quality home furniture with high efficiency and flexibility.
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Over the years, the Group has had negotiations with various overseas business partners about different forms of
partnership. We will keep identifying synergistic collaboration and we are delighted to announce that the Group
has introduced our effective franchise system to Indonesia, Philippines and United Arab Emirates, and it has also
forged a licensing agreement with a distributor in Spain. Among our six furniture series, “Simplified” under the
award winning “Simplified” brand, received overwhelming response from our overseas partners. Its elegant
European contemporary design and unique craftsmanship in applying the advanced material, veneer, allow the
Group to capture potential market share of the overseas home furniture markets, particularly the younger

generation market.

In the pursuit of a sustainable gross profit margin, we will continue to look for additional product lines to expand
the scope of our core products. In addition to panel furniture, new product lines we plan to develop include
fabrics, sofas, floor and wall coverings, accessories and others, to name but a few. However, we do not intend to
start from scratch the development of new product lines. We may consider pursuing such development in
collaboration with other companies or partners when the right opportunities arise. Also, the Group may consider

acquiring other companies to tap these new product markets.

In addition to general business development, during the year, the Group entered into a placing agreement for the
placement of 43,000,000 shares at HK$4.45 per share on 13 October 2004. The placees were mainly well known
global institutional investors. We are delighted that additional institutional investors have joined us as our
shareholders. It is proof of our commitment to expanding our shareholder base, and the strong confidence the

investor community has in our business direction and future development.

Committed to delivering superb product designs and quality and armed with a sound brand building philosophy,
efficient production capabilities and an extensive distribution network, the Group will be able to seize the many
growth opportunities ahead and pave the way for the sustained growth in the future.

APPRECIATION

Last but not least, on behalf of the Board of Directors, | would like to extend my sincere gratitude to our business
associates, distributors, customers and shareholders for their support throughout the year. | would also like to
thank our dedicated management team and committed staff for their hard work and continuous efforts over the
years. Their excellent work has contributed significantly to our remarkable results and further cemented the

Group's foundation for extending our presence in China as well as in other potential markets.

Tse Kam Pang

Chairman & Chief Executive Officer
Hong Kong

8 April 2005
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DIVIDENDS

The Board of Directors recommends a payment of a final dividend of HK14.0 cents per share for the year ended
31 December 2004. Together with the interim dividend of HK12.0 cents per share, the total dividend for the year
ended 31 December 2004 is HK26.0 cents per share. Subject to the approval of the shareholders at the
forthcoming Annual General Meeting ("AGM"), the final dividend will be distributed on or about 12 May 2005 to
shareholders whose names appear on the Register of Members of the Company as at the close of business on 6
May 2005.

MANAGEMENT DISCUSSION AND ANALYSIS
Operations Review
Network Extension

During the year, Chitaly continued to expand its presence in China. Leveraging the Group's extensive distribution
network comprising over 810 outlets in 29 provinces and municipalities in China selling products of its famed
"Royal”, "Knight” and “Simplified” brand products, and effective marketing and brand building campaigns,
Chitaly further strengthened its foothold and reputation in the medium to high-end home furniture markets in
China. The number of specialty outlets increased by mare than one-third over that of last year. As the Group has
already established strong presence in major cities in China, most of the new stores are strategically located in
2nd-tier cities. The diversified network provides a solid platform for the Group to market its wide range of medium
1o high-end modern-style home furniture to the more affluent Chinese population.

Exquisite Design Capability

The Group marketed six series of home furniture, namely “Light Walnut”, “Ebony”, “Black Walnut”, “Glossy”,
“Light Qak” and “Simplified” under the award-winning brand names, “Royal”, “Knight” and “Simplified”.
Leveraging the Group's contemporary product design and development team with over 50 professionals, two new
product series - “Light Oak” and “Simplified” were launched during the year 2004.

The modern designs and superior quality of the Group’s products had won
for it a number of prestigious acclaims including the "Gold Award of the
bedroom series” in the 12th International Famous Furniture Fair (Dongguan),
“Top Brand in Customer Satisfaction in the PRC Market" presented by
People’s Daily and the "Top Ten Renowned Furniture Brands” named by the
China Association for Quality Supervision and Management in China. These
awards demonstrated the Group’s continuous efforts in developing products
of the best designs and quality as well as its commitment to providing the
best service to its customers. Among the three accreditations, the Gold
Award was presented to the Group's new brand, “Simplified”. The award
not only recognised the dedication of the Group's product design and
development team, but also strengthened Chitaly's confidence in developing
new products under the “Simplified” brand.
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Distinguished Brand Building Strategies

On top of establishing a comprehensive distribution network in China and maintaining excellent design and
product quality, the Group also injected resources into building its brands. Chitaly appointed celebrity Ms Rosmund
Kwan as the Group’s spokesperson in 2003. The Group's furniture brands are promoted via the printed media, and
on billboards and television featuring Ms. Kwan. In addition, Chitaly has actively participated in various
international furniture exhibitions in China, including the 12th International Famous Furniture Fair (Dongguan),
which were well-known international show for the furniture industry in China. These exhibitions can serve as an
efficient platform for the Group to promote its brands to potential franchisees and customers. These marketing
campaigns helped the Group to extend its brand recognition and market presence, and also strengthened its

leading position in the medium to high-end home furniture market in China.
Investment in Production Facility

In view of the escalating demand for quality home furniture in China, the Group expanded its production facility,
adding to it a new factory in Dongguan in mid 2004. Including the production plant in Guangzhou, the Group’s
production facilities had a total production floor area of 110,000 sg.m. and a maximum monthly production
capacity of 14,000 sets of furniture. Furthermore, the Group further invested in expanding its logistics capabilities
by adding a new three-storey facility, a new storage and a distribution terminal adjacent to its Guangzhou factory
and in Tianjin. The investment in new facility has further cemented the Group’s foundation for future growth in

the quality home furniture industry.
Other Revenue

During the year, the Group’s other revenues represented service fee resulted from the introduction of customers
(the Group's franchisees) to the manufacturers of non-wooden furniture, including sofa, mattress, table, cushion,
lamps and other decorations of the wooden furniture. By providing such services, the Group can highlight its
position as a close business partner of its franchisees thereby fortify the relationship with them, and also ensure all
the specialty outlets share the same uniform image. The services were well evidenced by the additional income,

amounted tc HK$33 million.
PROSPECTS

Looking ahead, the favourable market condition in the China home furniture market will remain as the Group’s
major growth driver. Chitaly will continue 1o strengthen its presence in the country, which will enable it to grasp
arising business opportunities. The Group targets at having a total of 1,000 specialty outlets in China by the end
of 2005.

To further boost the market penetration of its three prestigious brands, the Group will inject resources into
marketing campaigns to publicise them to potential customers. Chitaly is also pleased to announce that Ms. Kwan
has signed another three-year endorsement contract with the Group. The Group is confident of expanding its

brand names into new potential markets,
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As for core business development, to strengthen Chitaly's brand and corporate image, the Group has started
retrieving its franchise rights and forging partnership with existing franchisees in certain major cities in China such
as Shanghai and Shenzhen. The Group intended to build flagship stores to enhance its overall brand image, and
the sophisticated style of the stores can serve as an important reference for franchisees in neighbouring cities.
Being able to secure maximum brand exposure in major Chinese cities will also help the Group attract additional

business from overseas.

Apart from the development in the Group’s core market, Chitaly is delighted to announce that it has introduced its
effective franchise system to Indonesia, Philippines and United Arab Emirates, and it has also signed a licensing
agreement with a distributor in Spain. The Group believes that those new markets will serve as another growth

driver for the Group's future development.

In the pursuit of a sustainable gross profit margin, we will continue to look for additional product lines to expand
the scope of our core products. In addition to panel furniture, new product lines we plan to develop include
fabrics, sofas, floor and wall coverings, accessories and others, to name but a few. However, we do not intend to
start from scratch the development of new product lines. We may consider pursuing such development in
collaboration with othér companies or partners when the right opportunities arise. Also, the Group may consider

acquiring other companies to tap these new product markets.

The above developments presented many growth opportunities for Chitaly. Leveraging the Group’s market driven
products, superior design capabilities, high brand reputation, quality and efficient products and an extensive

distribution network, the Group is poised for future success.
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DIRECTORS

Executive Directors

Mr. TSE Kam Pang, aged 50, is the chairman of the Company. He founded the Group in 1997 and is responsible
for the overall strategic planning and formulation of corporate policies of the Group. Prior to the founding of the
Group, Mr. Tse previously held the position of the Deputy Managing Director in a public listed company in Hong
Kong. Mr. Tse has over 15 years of experience in the international trade and China trade business. Mr. Tse is also a

fellow member of the Hong Kong Society of Accountants.

Mr. LAM Toi, aged 42, is the deputy chairman and chief executive officer of the Company and co-founder of the
Group. Mr. Lam is responsible for overall strategic planning, sales and distribution operations as well as business
and product development of the Group. Before founding the Group, Mr. Lam has over 17 years of experience in
China trade and furniture business. Mr. Lam is presently the vice-chairman of the Guangzhou Furniture
Associatiori, and executive director of the China Furniture Association, a committee member of International
Furniture and Decoration (Hong Kong) Association, permanent president of Hong Kong Furniture and Decoration
Trade Association Limited and a visiting professor of Furniture Design at (P A 2T E L TIEE8 ) . Mr. Lam
is the elder brother of Miss Lam Ning, Joanna, an executive Director.

Ms LAM Ning, Joanna, aged 33, is an executive director of the Group. Ms Lam is responsible for the procurement
and daily operation of the Group. Ms Lam has over 12 years of accounting and management experience. Ms Lam
joined the Group in 1998 as Financial Manager, and was appointed as a director in a company within the Group in
1999. Ms Lam is the younger sister of Mr. Lam Toi.

Mr. MA Gary Ming Fai, aged 41, is the founder or early investor in a number of technology projects both in the
PRC and Hong Kong, is a member of the Institute of Chartered Accountants of Ontario in Canada and has worked
for several years with an international accounting firm. Mr. Ma received his bachelor of commerce degree from
the University of Calgary, Canada in 1985. He is the Chairman of Xteam Software International Limited, a

company listed on the Growth Enterprise Market on the Stock Exchange.
Independent non-executive Directors

Mr. TSAC Kwang Yung, Peter, aged 71, the former Secretary for Home Affairs of the Government of Hong Kong.
In 1977, Mr. Tsao was appointed as the special envoy to Geneva and became the head of the Trade and Industry
Department in 1981. In 1983, Mr. Tsao headed the Government Information Services and in 1388 he was
appointed as the Secretary for Home Affairs from which post he retired in February 1992. He is currently the

Chairman of Prima Consultants Limited and a director of a number of companies in Hong Kong.

Dr. Donald H. Straszheim, aged 62, is the founder and the principal of Straszheim Global Advisors, an

independent research firm, and also Vice Chairman of Milken Institute. He holds a B.S., M.S. and Ph.D. from

Purdue University. From 1985 to 1997, Dr. Straszheim was the Chief Economist of Merrill Lynch and Co. ("Merrill

Lynch”), and guided its world-wide economic research effort. Located in New York, he was Merrill Lynch’s chief

economic spokesman, and the architect of its global economic viewpoint. He was voted ten consecutive years to
1 O Institutional Investor’s All-Star Team {(equity or fixed income).
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Mr. Yau Chung Hong, aged 34 is an Executive Director of China Northern Enterprises Investment Fund Limited.
Mr. Yau obtained a Bachelor degree in Accountancy from the Hong Kong Polytechnic University in 1993. He is an
associated member of the Hong Kong Institute of Certified Public Accountants and a fellow member of the
Association of Chartered Certified Accountants. Mr. Yau has about 12 years of experience in accounting and

corporate finance. He possesses extensive experience and knowledge in accounting and financial management.
SENICR MANAGEMENT

Mr. WONG Kit Wai, aged 35, is the chief financial Officer of the Group, he joined the Group in June, 2004, He is
responsible for the financial planning and investors relationship. He has several years in financial contro! and
reporting. He is a holder of MBA degree, and a member of CPA Australia.

Mr. CHAN Wing Kit, aged 33, is the financial controller of the Group and company secretary of the Company. He
is responsible for the Group’s financial management and company secretarial matters. He holds a bachelor of
commerce degree from Monash University. Prior to joining the Group in October 2001, he worked as an auditor
with an international accounting firm and has over six years of experience in auditing, accounting and financial
work. He is an associate member of the Hong Kong Society of Accountants and a certified practising accountant
of CPA Australia.

Mr. ZENG Le Jin, aged 33, is the manager of the internal audit department of the Group. He joined the Group in
May 1999. He is responsible for the internal audit and overall system assurance of the Group. He has nine years of
experience in enterprise management. He holds a bachelor degree of metropolitan economy and management

majoring in statistic from Guangdong Business College.

Mr. WU Yuan Cheng, aged 31, is the manager of the general administration department and joined the Group in
1999. He is responsible for general administrétion, personnel affair and backup services. He graduated from
Southwest Agricultural University majoring in accounting and auditing. He has several years of experience in
corporate administration. '
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The directors of Chitaly Holdings Limited (the “Company”) present their report and the audited financial
statements of the Company and its subsidiaries (collectively referred to as the “Group”) for the year ended 31
December 2004.

PRINCIPAL ACTIVITIES
The principal activity of the Company is investment holding. Details of the principal activities of the subsidiaries are
set out in note 16 to the financial statements. There were no significant changes in the nature of the Group’s

principal activities during the year.

RESULTS AND DIVIDENDS
The Group’s profit for the year ended 31 December 2004 and the state of affairs of the Company and the Group
at that date are set out in the financial statements on pages 21 to 52.

An interim dividend of HK12 cents per ordinary share was paid on 27 August 2004. The directors recommend the
payment of a final dividend of HK14 cents per ordinary share (note 11) in respect of the year, to shareholders on
the register of members on 6 May 2005. This recommendation has been incorporated in the financial statements

as an allocation of retained profits within the capital and reserves section of the balance sheet.

USE OF PROCEEDS FROMTHE COMPANY’S INITIAL PUBLIC OFFERING

Upon the listing of the Company's shares on the Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
on 15 May 2002 and issue of shares on the same date, the proceeds, after netting of related expenses paid and
payable, were approximately HK$32 million. As at 31 December 2004, HK$10 million, HK$12 million and HK$5
million was used for the construction of new factories, for the purchase of machinery and equipment and for
marketing and promotional activities, respectively. The remaining proceeds are deposited in financial institutions

and licensed banks in Hong Kong.

SUMMARY FINANCIAL INFORMATION
The following is a summary of the consolidated/combined financial results and of consolidated/combined assets

and liabilities of the Group for the last five financial years, prepared on the basis set out in the note below:

Year ended 31 December
2004 2003 2002 2001 2000
HK$'000 HK$'000 HK$'000 HK$'000 HK$000

RESULTS

Turnover 403,766 300,719 207,020 164,758 143,669
Profit before tax 131,857 88,998 51,252 37,615 31,326
Tax (23,855) (11,754) (6,738) (5,138) (4,715)

Net profit from ordinary activities
attributable to shareholders 108,002 77,244 44,514 32,477 26,611

12
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SUMMARY FINANCIAL INFORMATION (continued)

31 December
2004 2003 2002 2001 2000
HKS$’000 HK$000 HK$'000 HK$'000 HK$'000

ASSETS AND LIABILITIES

Non-current assets 183,386 134,167 75,662 45,319 42,642
-Current assets 245,912 142,422 118,931 53,536 32,793
Current liabilities (177,188) (105,352) 61,571) (53,525) (40,542)
Non-current liabilities (18,634) (6,363) (6,363) - (3,440)

233,476 164,874 126,659 45,330 31,453

Note: The summary of the combined results of the Group for the two years ended 31 December 2001 and the combined balance sheets
of the Group as at 31 December 2000 and 2001 have been extracted from the Company’s prospectus dated 2 May 2002. The
results of the Group for the years ended 31 December 2003 and 2004 and its assets and liabilities as at those dates are set out on
pages 21 and 22 of the financial statements, respectively, and are presented on the basis set out in note 3 to the financial
statements,

FIXED ASSETS

Details of movements in the fixed assets of the Group during the year are set out in note 13 to the financial
statements.

SHARE CAPITAL AND SHARE CPTIONS
Details of movements in the Company’s share capital and share options during the year, together with the reasons

therefor, are set out in note 23 to the financial statements.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association or the laws of the
Cayman Istands which would oblige the Company to offer new shares on a pro rata basis to existing shareholders.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES OF THE COMPANY
Neither the Company, nor any of its subsidiaries purchased, redeemed or sold any of the Company’s listed
securities during the year.

RESERVES
Details of movements in the reserves of the Company and the Group during the year are set out in note 24 to the

financial statements and in the consolidated summary statement of changes in equity.

DISTRIBUTABLE RESERVES

As at 31 December 2004, the Company’s reserves available for distribution, calculated in accordance with the
provision of the Companies Law of the Cayman Islands, amounted to HK$56,747,000, of which HK$34,113,000
has been proposed as a final dividend for the year. in addition, the Company’s share premium account, in the
amount of HK$64,685,000, may be distributed in the form of fully paid bonus shares.

15
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CHARITABLE CONTRIBUTIONS
During the year, the Group did not make any charitable contributions (2003: Nil).

MAJOR CUSTOMERS AND SUPPLIERS

Sales to the Group's five largest customers accounted for approximately 17.4% of the Group’s turnover for the
year and sales to the Group’s largest customer included therein amounted to 4.3%. Purchases from the Group’s
five largest suppliers accounted for approximately 58% of the total purchase for the year and purchase from the
Group’s largest supplier included therein amounted to 17%.

None of the directors of the Company or any of their associates or any shareholders (which, to the best
knowledge of the directors, own more than 5% of the Company’s issued share capital) had any beneficial interest
in the Group’s five largest customers,

DIRECTORS
The directors of the Company during the year were:

Executive directors:
Mr. Tse Kam Pang

Mr. Lam Toi

Ms. Lam Ning, Joanna

Independent non-executive directors:

Mr. Tsao Kwang Yung, Peter

Mr. Donald H. Straszheim (appointed on 23 September 2004)
Mr. Ma Ming Fai, Gary

Subsequent to the balance sheet date, on 21 January 2005, Mr. Ma Ming Fai, Gary resigned as an independent
non-executive director and was appointed as an executive director of the Company; and Mr. Yau Chung Hong

was appointed as an independent non-executive director.

In accordance with article 87 of the Company’s articles of association, one-third of the directors will retire by

rotation and, being eligible, will offer themselves for re-election at the forthcoming annual general meeting.

The directors of the Company, including the independent non-executive directors, but excluding the chairman of
the board of directors of the Company, are subject to retirement by rotation and re-election in accordance with

the provisions of the Company’s articles of association.

DIRECTORS’ AND SENIOR MANAGEMENT’S BIOGRAPHIES
Biographical details of the directors of the Company and the senior management of the Group are set out on
pages 10 to 11 of the annual report.
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DIRECTORS’ SERYICE CONTRACTS
Each of the executive and independent non-executive directors has entered into a service agreement with the
Company for an initial term of two years commencing from 1 May 2002, which will automatically continue

thereafter until terminated by not less than two months’ notice in writing served by either party to the other.

No director proposed for re-election at the forthcoming annual general meeting has a service contract with the
Company which is not determinable by the Company within one year without payment of compensation, other

than statutory compensation.

DIRECTORS’ AND CHIEF EXECUTIVE’S INTERESTS AND SHORT POSITIONS IN
SHARES AND UNDERLYING SHARES AND DEBENTURES

As at 31 December 2004, the interests and short positions of the directors and chief executive in the share capital
and underlying shares and debentures of the Company or its associated corporations (within the meaning of Part
XV of Securities and Futures Ordinance (the “SFO")), as recorded in the register required to be kept by the
Company pursuant to Section 352 of the SFO, or as otherwise notified to the Company and the Stock Exchange
pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers, were as follows:

Long pasitions in ordinary shares of the Company:

Number of shares held, capacity and nature of interest

Directly Through Through Percentage of the

beneficially spouse or controlled Beneficiary Company's issued

Name of director Notes owned  minor children corporation of a trust Total share capital
Mr. Tse Kam Pang (3) 4,600,000 - 71,450,000 - 76,050,000 A20%
Mr. Lam Toi (b) 4,600,000 - 28,450,000 - 33,050,000 13.57%
Ms. Lam Ning, Joanna 1,900,000 - - - 1,900,000 0.78%
11,100,000 - 99,900,000 - 111,000,000 45.56%

The interests of the directors in the share options of the Company are separately disclosed in note 23 to the
financial statements.

Notes:

(a) The 71,450,000 shares of the Company are held by Crisana International Inc. ("Crisana”), a company incorporated in the British
Virgin Islands. As at 31 December 2004, Mr. Tse Kam Pang held 100% of the issued share capital of Crisana.

(b) The 28,450,000 shares of the Company are held by Silver Wave Holdings Limited (" Silver Wave"), a company incorporated in the
British Virgin Islands. As at 31 December 2004, Mr. Lam Toi held 100% of the issued share capital of Silver Wave.

No directors have non-beneficial personal equity interests in certain subsidiaries held for the benefit of the

Company solely for the purpose of complying with the minimum company membership requirements.

Save as disclosed above, as at 31 December 2004, none of the directors had registered an interest or short
position in the shares, underlying shares or debentures of the Company or any of its associated corporations that
was required to be recorded pursuant to Section 352 of the SFO, or as otherwise notified to the Company and the
Stock Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers.
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DIRECTORS’ RIGHTS TO ACQUIRE SHARES

Save as disclosed in the share option scheme disclosures in note 23 to the financial statements, at no time during
the year were rights to acquire benefits by means of the acquisition of shares in or debentures of the Company
granted to any director or their respective spouse or minor children, or were any such rights exercised by them; or
was the Company, its holding company, or any of its subsidiaries and fellow subsidiaries a party to any

arrangement to enable the directors to acquire such rights in any other body corporate.

SHARE OPTION SCHEME

The Company operates a share option scheme (the “Scheme”) for the purpose of providing incentives and
rewards to-eligible participants who contribute to the Group’s operations. Under the Scheme, the directors may, at
their discretion, invite any employees, directors or consultants of any company in the Group to acquire options.
The Scheme became effective on 26 April 2002 and, unless otherwise cancelled or amended, will remain in force

for 10 years from that date.

The maximum number of shares in respect of which options may be granted under the Scheme and under any
other share option scheme of the Company pursuant to which options may from time to time be granted to
directors, consultants and/or employees of any company in the Group, shall initially not exceed 10% of the
relevant class of securities of the Company in issue excluding, for this purpose, shares issued on exercise of
options under the Scheme and any other share option scheme of the Company. Upon the grant of options for
shares up to 10% of the relevant class of securities of the Company and subject to the approval of the
shareholders of the Company in general meetings, the maximum number of shares to be issued under this
scheme when aggregated with securities to be issued under any other share option scheme of the Group, may be
increased by the board of directors, provided that the shares to be issued upon exercise of all outstanding options

do not exceed 30% of the relevant class of securities in issue from time to time.

No option may be granted to any one person such that the total number of shares issued and to be issued upon
the exercise of options granted and to be granted to such person in any 12-month period up to the date of the
latest grant exceeds 1% of the issued share capital of the Company from time to time.

An option may be exercised in accordance with the terms of the Scheme at any time during the option period
(and not more than 10 years after the date of grant). The option period will be determined by the board of
directors and communicated 1o each grantee. The board of directors may provide restrictions on the time during
which the options may be exercised. There are no performance targets which must be achieved before any of the
options can be exercised. However, the board of directors retains discretion to accelerate the vesting of fixed-term

options in the event that certain performance targets are met.

The subscription price for the Company’s shares under the Scheme will be a price determined by the board of
directors and notified to each grantee. The subscription price will be the highest of: (i) the nominal value of a
share; and (ii) the closing price of the shares as stated in the Stock Exchange’s daily quotation sheet on the date of
grant, which must be a trading day; and (iii) the average closing price of the shares as stated in the Stock
Exchange's daily quotation sheets for the five trading days immediately preceding the date of grant. An option
shall be deemed to have been granted and accepted by an eligible participant (as defined in the Scheme) and to
have taken effect when the acceptance form as described in the share option scheme is completed, signed and
returned by the grantee with a remittance in favour of the Company of HK$1.00 by way of consideration for the

grant.
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As at 31 December 2004, the number of shares issuable under share options granted under the Scheme was

6,900,000, which represented 3% of the Company’s shares in issue as at that date. The maximum number of

shares issuable under share options which may be granted to each eligible participant in the Scheme within any

12-month period up to the date of latest grant, is limited to 1% of the shares of the Company in issue at any

time. Any further grant of share options in excess of this limit is subject to the shareholders' approval in a general

meeting.

The share options granted under the Scheme for a consideration of HK$1.00 per grant during the year are set out

below:
Price of the
Number of share options Company’s shares *+*
Bxerise  Atgrant  Atexercise
Name or Atthe  Granted  Ewercised  lapsed  Cancelled  Attheend Date of piceper  dateof  dateof
cateqary of begimingof ~ duing  duing  duwing  during of gantof Brerdse  sharet*  options  options
participant theyear  theyear  theyear  theysar  theyear  theyear  shareoptions? period HKS HKS HKS
Director
Tee Kem Pang 2,300,000 - (2.300,000) - - - 181972003 11120031 PAL 218 380
3102008
Lam Toi 2,300,000 - 2,300,000} - - - 1392003 Y0083 1 118 218 360
3141072006
Donale K, Siraszheim - 800000 - - - A0 B4 190Ut 48 480 -
97201
Others
Members of senior 6,500,000 (6,500,000} - - - 252003 1162003 to 1.7 117 360
management and 31572006
other employees of - 100,000 - - - 00,000 2832004 29072004 10 480 480 -
the Group 85014
- 6,000,000 - - - 6,000,000 15102004 16710200410 4675 45 -
15/10/2014
BS00000 600000  {6,500,000) - - 510000
n aggregaie 11,100,000 - (11,100,000 - - -
- 690000 - - - 5900000
11100000 6300000 {11,100,000) - - 530000
* The vesting period of the share options is from the date of the grant until the commencement of the exercise period.

* %

the Company’s share capital.

The exercise price of the share options is subject to adjustment in the case of rights or bonus issues, or other similar changes in

***  The price of the Company’s shares disclosed as at the date of the grant of the share options is the Stock Exchange closing price on
the trading day immediately prior to the date of the grant of the options. The price of the Company’s shares disclosed as at the

date of the exercise of the share options is the weighted average of the Stock Exchange closing prices over all of the exercises of

options within the disclosure line.
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SHARE OPTION SCHEME (continued)

The financial impact of the share options granted is not recorded in the Company’s or the Group’s balance sheet
until such time as the options are exercised, and no charge is recorded in the profit and loss account or balance
sheet for their cost. Upon the exercise of the share options, the resulting shares issued are recorded by the
Company as additional share capital at the nominal value of the shares, and the excess of the exercise price per
share over the nominal value of the shares is recorded hy the Company in the share premium account. Options

which are cancelled prior to their exercise date are deleted from the register of outstanding options.

The directors do not consider it appropriate to disclose a theoretical value of the share options granted during the
year to the directors and members of senior management and cther employees of the Group, because in the
absence of a readily available market value of the share options on the ordinary shares of the Company, the

directors were unable to arrive at an accurate assessment of the value of these share options.

SUBSTANTIAL SHAREHOLDERS’ AND OTHER PERSONS’ INTERESTS IN
SHARES

At 31 December 2004, the following interests of 5% or more of the issued share capital and share options of the
Company were recorded in the register of interests required to be kept by the Company pursuant to Section 336
of the SFO:

Long positions:

Percentage of

Capacity Number of the Company’s

and nature ordinary issued share

Name Notes of interest shares held capital
Crisana (a) Directly beneficially owned 71,450,000 29.32%
Silver Wave (b) Directly beneficially owned 28,450,000 11.68%

(a) The ordinary shares and share options are held by Crisana, which is wholly owned by Mr. Tse Kam Pang, a

director.

(b) The ordinary shares and share options are held by Silver Wave, which is wholly owned by Mr. Lam Toi, a

director.

Save as disclosed above, as at 31 December 2004, no person, other than the directors and chief executive of the
Company, whose interests are set out in the section headed “Directors’ and chief executive’s interests and short
positions in shares, underlying shares and debentures” above, and their spouses who are deemed to be interested
in the same shares had registered an interest or short position in the shares or underlying shares of the Company

that was required to be recorded pursuant to Section 336 of the SFO.

POST BALANCE SHEET EVENTS
Details of the significant post balance sheet events of the Group are set out in note 28 to the financial statements.
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CODE OF BEST PRACTICE

In the opinion of the directors, the Company complied with the Code of Best Practice, as set out in the previous
Appendix 14 of the Listing Rules, throughout the accounting period covered by the annual report, except that the
independent non-executive directors of the Company are not appointed for specific terms as required by
paragraph 7 of the Code of Best Practice, but are subject to retirement by rotation in accordance with the
Company’s articles of associations.

AUDIT COMMITTEE

The Company has an audit committee which was established in compliance with Rule 3.27 of the Listing Rules for
the purpose of reviewing and providing supervision over the Group’s financial reporting process and internal
controls. The audit committee comprises the three independent non-executive directors of the Company.

AUDITORS

Ernst & Young retire and a resolution for their reappointment as auditors of the Company will be proposed at the
forthcoming annual general meeting.

ON BEHALF OF THE BOARD

Tse Kam Pang

Chairman and Executive Director
Hong Kong

8 April 2005
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To the members
Chitaly Holdings Limited
(Incorporated in the Cayman islands with limited liabifity)

We have audited the financial statements on pages 21 to 52 which have been prepared in accordance with

accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The Company's directors are responsible for the preparation of financial statements which give a true and fair
view. In preparing financial statements which give a true and fair view it is fundamental that appropriate
accounting policies are selected and applied consistently. It is our responsibility to form an independent opinion,
based on our audit, on those financial statements and to report our opinion solely to you, as a body, and for no
other purpose. We do not assume responsibility towards or accept liability to any other person for the contents of

this report.

BASIS OF OPINION

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Institute
of Certified Public Accountants. An audit includes an examination, on a test basis, of evidence relevant to the
amounts and disclosures in the financial statements. It also includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the financial statements, and of whether the accounting
policies are appropriate to the Company’s and the Group’s circumstances, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonable assurance as to whether the financial
statements are free from material misstatement. In forming our opinion we also evaluated the overall adequacy of
the presentation of information in the financial statements. We believe that our audit provides a reasonable basis

for our opinion.

OPINION

In our opinion the financial statements give a true and fair view of the state of affairs of the Company and of the
Group as at 31 December 2004 and of the profit and cash flows of the Group for the year then ended and have
been properly prepared in accordance with the disclosure requirement of the Hong Kong Companies Ordinance.

Ernst & Young
Certified Public Accountants
Hong Kong

20 8 April 2005
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TURNOVER '

Cost of sales
Gross profit:

Other revenue

Selling and distribution costs
Administrative expenses
Other operating expenses

PROFIT FROM OPERATING ACTIVITIES
Finance cosfs

PROFIT BEFORE TAX

Tax | |

NET FROF!T“FROM ORDINARY ACTIVITIES
ATTRIBUTABLE TO SHAREHOLDERS

DIVIDENDS

Interim
Proposed final

EARNINGS PER SHARE
Basic

Diluted -

WOWJNOWI/LLILMAI B FRWEE | AN LYId AL

Year ended 31 December 2004

j 2004 | 2003

Notes | HK$"000 | HK$'000
5 403,766 300,719
| (253,055 (193,110)
i
150,711 | 107,609
5 . 34708 | 20,527
| (16,948) | (14,560)
L (31,956) (24,024)
; (4,658) ‘ (554)
6 . 131,857 | 88,998
i ! 131,857 88,988
| | a
- 9 (23,855) . (11,754)
:
\
| |
10 ] 108,002 - 77,244
j B
11 i |
! |
3 29,240 | 14,238
§ 34,113 } 27,908
|
T i
63,353 42,146
12 a ‘
45.06 cents ! 32.95 cents
|
44.05cents |  32.14 cents
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2004 2003
Notes HK$'000 HK$'000
NON-CURRENT ASSETS
Fixed assets 13 176,094 126,593
Intangible assets 14 7,292 7,574
Goodwill 15 - -
183,386 134,167
CURRENT ASSETS
Inventories 17 81,797 40,749
Accounts receivable 18 16,219 4,924
Prepayments, deposits and other receivables 62,138 19,357
Cash and cash equivalents 85,758 77,392
245,912 142,422
CURRENT LIABILITIES
Accounts payable 19 69,782 29,229
Tex payables 57,054 33,199
Other payables and accruals 49,623 42,924
interest-bearing bank loan 20 729 -
177,188 105,352
NET CURRENT ASSETS 68,724 37,070
TOTAL ASSETS LESS CURRENT LIABILITIES 252,110 171,237
NON-CURRENT LIABILITIES
Interest-bearing bank loan 21 12,271 -
Deferred tax liabilities 22 6,363 6,363
18,634 6,363
233,476 164,874
CAPITAL AND RESERVES
Issued capital 23 24,367 23,257
Reserves 24 174,996 113,709
Proposed final dividend 11 34,113 27,908
233,476 164,874
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Year ended 31 December 2004

| 2004 2003
Notes HK$'000 . HK$'000

TOTAL EQUITY
Balance at béginning of year ! 164,874 126,659
Exchange differences on translation of the (

financial statements of foreign entities

and net gains and losses not recognised

in the consolidated profit and loss account ‘ 24 115 (402)
Net profit for the year from ordinary activities ‘

attributable to shareholders 108,002 77,244
Exercise of share options 23, 24 17,633 5,329
Repurchase of shares 24 - (11,102)
Dividends paid on ordinary shares : 24 < (57.148) | (32,854)
Balance at end of year : 24 233,476 164,874
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Year ended 31 December 2004

2003
Notes HK$'000
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 88,998
Adjustments for:
Depreciation of owned assets 6 5,899
Amortisation of intangible assets 6 424
Loss on disposal of fixed assets 6 70
Foreign exchange (gains)/losses, net 6 (402)
Interest income 5,6 (2,114)
Gain on disposal of short term investments 5,6 (4,071)
Dividend income from short term investments 5, 6 (770)
Goodwill impairment 15 -
Operating profit before working capital changes 88,034
Increase in inventories (17,318)
(Increase)/decrease in accounts receivable 240
Increase in prepayments, deposits and other receivables (16,859)
Increase in accounts payable 7,545
Increase in other payables and accruals 23,518
Cash generated from operations 85,160
Net cash inflow from operating activities 85,160
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of fixed assets 13 (56,671)
Purchases of intangible assets 14 (7,343)
Acquisition of business 25(b) -
Proceeds from disposal of fixed assets 80
Net proceeds from disposal of short term investments 4,071
Dividends income from short term investments 770
Interest received 2,114
Net cash outflow from investing activities (56,979)
CASH FLOWS FROM FINANCING ACTIVITIES
New bank loan 20, 21 -
Repurchase of shares -{(11,102)
Exercise of share options 23,24 5,329
Dividends paid (32,854)
Net cash outfiow from financing activities (38,627)
NET INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS (10,446)
Cash and cash equivalents at beginning of year 25(a) 87,838
CASH AND CASH EQUIVALENTS AT END OF YEAR 77,392
24 ANALYSIS OF BALANCES OF CASH AND CASH EQUIVALENTS
Cash and bank balances 25(a) 77,392
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NON-CURRENT ASSETS
interests in subsidiaries

CURRENT ASSETS
Cash and cash equivalents

CURRENT LIABILITIES
Other payables and accruals

NET CURRENT LIABILITIES

CAPITAL AND RESERVES
Issued capital

Reserves ‘
Proposed fina! dividend

Director

e

Director
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Notes

16

23
24
I

31 December 2004

| 2004 | 2003
. HK$'000 HK$'000
| 81,582 68,189
‘ i
3 |
105 ‘ 77
573 1,331
‘ (468) (1,254)
81,114 | 66,935
24,367 | 23,257
| 22,634 | 15,770
! 34,113 | 27,908
81,114 66,935
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Corporate Information

The registered office of the Company is located at Century Yard, Cricket Square, Hutchins Drive, P.O. Box
2681 @GT, Grand Cayman, the Cayman Islands.

The principal activity of the Company is investment holding. Details of the principal activities of the
Company’s subsidiaries are set out in note 16 to the financial statements. There were no significant changes

in the nature of the subsidiaries’ principal activities during the year,
Impact of Recently Issued Hong Kong Financial Reporting Standards (“HKFRSs")

The Hong Kong Institute of Certified Public Accountants (the “HKICPA”) has issued a number of new and
revised Hong Kong Financial Reporting Standards and Hong Kong Accounting Standards, herein collectively
referred to as the new HKFRSs, which are generally effective for accounting periods beginning on or after 1
January 2005. The Group has not early adopted these new HKFRSs in the financizal statements for the year
ended 31 December 2004,

The Group has already commenced an assessment of the impact of these new HKFRSs but is not yet in a
position to state whether these new HKFRSs would have a significant impact on its results of operations and

financial position.
Summary of Significant Accounting Policies

Basis of preparation

These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards
{which alsc include Statements of Standard Accounting Practice (“SSAPs”) and Interpretations) issued by the
HKICPA, accounting principles generally accepted in Hong Kong and the disclosure requirements of the
Hong Kong Companies Ordinance. They have been prepared under the historical cost convention, except for

the periodic remeasurement of equity investments, as further explained below.

Basis of consolidation

The consolidated financial statements include the financial statements of the Company and its subsidiaries
for the year ended 31 December 2004. The results of the subsidiaries acquired or disposed of during the
year are consolidated from or to their effective dates of acquisition or disposal, respectively. All significant

intercompany transactions and balances within the Group are eliminated on consolidation.

Subsidiaries
A subsidiary is a company whose financial and operating policies the Company contrals, directly or indirectly,

50 as to obtain benefits from its activities.

The results of subsidiaries are included in the Company’s profit and loss account to the extent of dividends

received and receivable. The Company’s interests in subsidiaries are stated at cost less any impairment losses.
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31 December 2004

Summary of Significant Accounting Policies (continued)

Goodwill
Goodwill arising on the acquisition represents the excess of the cost of the acquisition over the Group’s share
of the fair values of the identifiable assets and liabilities acquired as at the date of acquisition.

Goodwill arising on acquisition is recognised in the consolidated balance sheet as an asset and amortised on
the straight-line basis over its estimated useful life.

On disposal of subsidiaries, the gain or loss on disposal is calculated by reference to the net assets at the
date of disposal, including the attributable amount of goodwill which remains unamortised and any relevant
reserves, as appropriate.

The ca‘rrying‘amount of goodwill is reviewed annually and written down for impairment when it is
considered necessary. A previously recognised impairment loss for goodwill is not reversed unless the
impairment loss was caused by a specific external event of an exceptional nature that was not expected to
recur, and subseguent external events have occurred which have reversed the effect of that event.

Related parties

Parties:are considered to be related if one party has the ability, directly or indirectly, to control the other party
or exercise significant influence over the otner party in making financial and operating decisions. Parties are
also considered to be related if they are subject to common control or common significant influence. Related
parties may be individuals or corporate entities.

Impairment of assets

An assessment is made at each balance sheet date of whether there is any indication of impairment of any
asset, or whether there is any indication that an impairment loss previously recognised for an asset in prior
years may no longer exist or may have decreased. If any such indication exists, the asset’s recoverable
amount is estimated. An asset's recoverable amount is calculated as the higher of the asset’s value in use and
its net‘sening price.
An impairment foss is recognised only if the carrying amount of an asset exceeds its recoverable amount. An
impairment loss is charged to the profit and loss account in the period in which it arises, unless the asset is
carried at a revalued amount, when the impairment loss is accounted for in accordance with the relevant
accounting policy for that revalued asset.

A pré\}iously recognised impairment loss is reversed only if there has been a change in the estimates used to
détermine the recoverable amount of an asset, however not to an amount higher than the carrying amount
that would have been determined (net of any depreciation/emortisation), had no impairment loss been
recognised for the asset in prior years. A reversal of an impairment loss is credited to the profit and loss
account in the period in which it arises, unless the asset is carried at a revalued amount, when the reversal of
the impairment loss is accounted for in accordance with the relevant accounting policy for that revalued
asset.!
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Summary of Significant Accounting Policies (continued)

Fixed assets and depreciation

Fixed assets, other than construction in progress are stated at cost or valuation less accumulated
depreciation and any impairment losses. The cost of an asset comprises its purchase price and any directly
attributable costs of bringing the asset to its working condition and location for its intended use.
Expenditure incurred after fixed assets have been put into operation, such as repairs and maintenance, is
normally charged to the profit and loss account in the period in which it is incurred. In situations where it
can be clearly demonstrated that the expenditure has resulted in an increase in the future economic benefits
expected to be obtained from the use of the fixed asset, the expenditure is capitalised as an additional cost

of that asset.

Changes in the values of fixed assets, are dealt with as movements in the revaluation reserve. If the total of
this reserve is insufficient to cover a deficit, on an individual asset basis, the excess of the deficit is charged
to the profit and loss account. Any subsequent revaluation surplus is credited to the profit and loss account
to the extent of the deficit previously charged. On disposal of a revalued asset, the relevant portion of the
revaluation reserve realised in respect of previous valuations is transferred to retained profits as a movement

in reserves.

Depreciation is calculated on the straight-line basis to write off the cost or valuation of each asset over its

estimated useful life. The principal annual rates used for this purpose are as follows:

Leasehold land Over the lease terms
Buildings 5%

Plant and machinery 10%

Furniture, fixtures and office equipment 20%

Motor vehicles 20%

The gain or loss on disposal or retirement of a fixed asset recognised in the profit and loss account is the
difference between the net sales proceeds and the carrying amount of the relevant asset.

All of the Group’s fixed assets were stated at cost less accumulated depreciation prior to the listing of the
Company’s shares on the Stock Exchange. The financial effect and any impairment losses arising from the
remeasurement of certain of the Group’s fixed assets on a valuation basis as a result of the listing, amounted
1o a surplus on revaluation in the amount of HK$26,513,000 which was recognised in the leasehold land

and building revaluation reserve.

Construction in progress is stated at cost less any impairment losses, which is stated at cost less any
impairment losses, and is not depreciated. Cost comprises the direct costs of construction and other direct
costs attributable to the construction of buildings, plant and machinery and other fixed assets. Construction

in progress is reclassified to the appropriate category of fixed assets when completed and ready for use.
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Summary of Significant Accounting Policges (continued)

Intangible assets

Licence r/ghrs of trademarks .

Purchased licence rights of trademarks are stated at cost less any impairment losses and are amortised on
the strarght line' basis over their estimated useful lives Qf 10 years.

Research and development costs

All research costs are charged to the profit and loss account as incurred.

Expenditure incurred on projects to develop new products is capitalised and deferred only when the projects
are clearly defined; the expenditure is separately identifiable and can be measured reliably; there is

reasonable certainty that the projects are technicallﬁ/ feasible; and the products have commercial value.

Product development expenditure which does not meét these criteria is expensed when incurred.

o
{

Leased assets ‘

Leases that transfer substantially all the rewards and%rrsks of ownership of assets to the Group, other than
legal title, are accounted for as finance leases. At thé inception of a finance fease, the cost of the leased
asset is capitalised at the present value of the minimum lease payments and recorded together with the
0b|igétion, excluding the interest element, to refl‘éct the purchase and financing. Assets held under

 capitalised finance leases are included in fixed assets and depreciated over the shorter of the lease terms and

the estimated useful lives of the assets. The finance costs of such leases are charged to the profit and loss
account so as to provide a constant periodic rate of ch{arge over the lease terms.

Leases where substantially all the rewards and risks of ownership of assets remain with the lessor are
accounted for as operating leases. Where the Grc}up is the lessor, assets leased by the Group under
operating leases are included in non-current assets jand rentals receivable under the operating leases are

 credited to the profit and loss account on the straight-line basis over the lease terms. Where the Group is the

lessee, rentals payable under the operating leases are%;charged to the profit and loss account on the straight-
line basis over the lease terms.

Short term investments ‘
+ Short term investments are investments in equity securrtres held for trading purposes and are stated at their

farr values on the basis of their quoted market prrces at the balance sheet date, on an individual investment
basis: The gains or losses arising from changes in the fair value of a security are credited or charged to the

| prbfit and loss account in the period in which they arise.

* Inventories

Inventories are stated at the lower of cost and netrealisable value. Cost is determined on the weighted

“average basis and, in the case of work in progress ;énd finished goods, comprises direct materials, direct
Ia‘bour and an appropriate proportion of overheads and/or, where appropriate, subcontracting charges. Net

realisable value is based on estimated seiling prices Iess any estimated costs to be incurred to completion and
drsposal ‘
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Summary of Significant Accounting Policies (continued)

Cash and cash equivalents

For the purpose of the consolidated cash flow statement, cash and cash equivalents comprise cash on hand
and demand deposits, and short term highly liquid investments which are readily convertible into known
amounts of cash and which are subject to an insignificant risk of changes in values, and have a short
maturity of generally within three months when acquired, less bank overdrafts which are repayable on

demand and form an integral part of the Group’s cash management.

For the purpose of the balance sheet, cash and bank balances comprise cash on hand and at banks,

including term deposits, which are not restricted as to use.

Income tax
Income tax comprises current and deferred tax. Income tax is recognised in the profit and loss account or in

equity if it relates to items that are recognised in the same or a different period, directly in equity.

Deferred tax is provided, using the liability method, on all temporary differences at the balance sheet date
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences:

. except where the deferred tax liability arises from goodwill or the initial recognition of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction, affects
neither the accounting profit nor taxable profit or loss; and

. in respect of taxable temporary differences associated with investments in subsidiaries, except where
the timing of the reversal of the temporary differences can be controlled and it is probable that the

temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, carryforward of unused tax
assets and unused tax losses, to the extent that it is probable that taxable profit will be available against
which the deductible temporary differences, and the carryforward of unused tax assets and unused tax

losses can be utilised:

. except where the deferred tax asset relating to the deductible temporary differences arises from
negative goodwill or the initial recognition of an asset or liability in a transaction that is not a business
combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit

or loss; and

. in respect of deductible temporary differences associated with investments in subsidiaries, deferred tax
assets are only recognised to the extent that it is probable that the temporary differences will reverse in
the foreseeable future and taxable profit will be available against which the temporary differences can
be utilised.
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Summary of Significant Accounting Policies {continued)

income tax {continued)

The carrying émount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
tax asset to be utilised. Conversely, previously unrecognised deferred tax assets are recognised to the extent
that it is probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset
to be utilised.

Deferred tax assets and liabilities are measured at th;e tax rates that are expected to apply to the period
when the asset is realised or the liability is settled, based on tax rates (and tax laws) that have been enacted
or substantively enacted at the balance sheet date.

Revenue recognition v
Revenue is recognised when it is probable that the economic benefits will flow to the Group and when the
revenue can'be measured reliably, on the following bases:

. from the sale of goods, when the significant risks and rewards of ownership have been transferred to
the buyer, provided that the Group maintains neither managerial involvement to the degree usually
‘associated with ownership, nor effective control over the goods sold;

. interest income, on a time proportion basis taking into account the principal outstanding and the
. effective interest rate applicable;

. from the rendering of services, when the relevant services are rendered; and
o investment income, when the shareholders’ right to receive payment has been established.

Employee benefits

Pension schemes N

The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme (the “MPF
Scheme”) under the Mandatory Provident Fund Sche};wes Ordinance, for all of its employees in Hong Kong.
Contr;ibutions are made based on a percentage of the employees’ basic salaries, limited to a maximum of
HK$ 1,000 per month, and are charged to the profit and loss account as they become payable in accordance
with the rules of the MPF Scheme. The assets of th“e MPF Scheme are held separately from those of the
Group in an independently administered fund. The Group’s employer contributions vest fully with the
empféyees when contributed into the MPF Scheme eXcept for the Group’s employer voluntary contributions,
which are refunded to the Group when the employeé leaves employment prior to the contributions vesting
fully, in accordance with the rules of the MPF Scheme

The employees of the Group’s subsidiaries which operate in Mainland China are required to participate in a
central pension scheme operated by the local municipal government. These subsidiaries are required to
contribute 20% of its payroll costs to the central pension scheme. The contributions are charged to the

L.
profit and loss account as they become payable in accordance with the rules of the central pension scheme.
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Summary of Significant Accounting Policies (continued)

Employee benefits (continued)

Share option scheme

The Company operates a share option scheme for the purpose of providing incentives and rewards to
eligible participants who contribute to the success of the Group's operations. The financial impact of share
options granted under the share option scheme is not recorded in the Company’s or the Group’s balance
sheet until such time as the options are exercised, and no charge is recorded in the profit and loss account or
balance sheet for their cost. Upon exercise of the share options, the resulting shares issued are recorded by
the Company as additional share capital at the nominal value of the shares, and the excess of the exercise
price per share over the nominal value of the shares is recorded by the Company in the share premium
account. Options which are cancelled prior to their exercise date, or which lapse, are deleted from the

register of cutstanding options, and have no impact on the profit and loss account or balance sheet.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, i.e.,
assets that necessarily take a substantial period of time to get ready for their intended use, are capitalised as
part of the cost of those assets. The capitalisation of such borrowing costs ceases when the assets are
substantially ready for their intended use. Investment income earned on the temporary investment of
specific borrowings pending their expenditure on gualifying assets is deducted from the borrowing costs
capitalised.

Discounts or premiums relating to borrowings and ancillary costs incurred in connection with arranging
borrowings and exchange differences arising from foreign currency borrowings, to the extent that they are

regarded as adjustments to interest costs, are recognised as expenses over the periods of the borrowings.

Dividends

Final dividends proposed by the directors are classified as a separate allocation of retained profits within the
capitel and reserves section of the balance sheet, until they have been approved by the shareholders in a
general meeting. When these dividends have been approved by the shareholders and declared, they are
recognised as a liability.

Interim dividends are simultaneously proposed and declared, because the Company’s memorandum and
articles of association grant the directors the authority to declare interim dividends. Consequently, interim

dividends are recognised immediately as a liability when they are proposed and declared.

Foreign currencies

Foreign currency transactions are recorded at the applicable exchange rates ruling at the transaction dates.
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated at
the applicable exchange rates ruling at that date. Exchange differences are dealt with in the profit and loss

account.

On consolidation, the financial statements of overseas subsidiaries are translated into Hong Kong dollars
using the net investment method. The profit and loss accounts of overseas subsidiaries are translated into
Hong Kong dollars at the weighted average exchange rates for the year, and their balance sheets are
translated into Hong Kong dollars at the exchange rates ruling at the balance sheet date. The resulting

translation differences are included in the exchange fluctuation reserve.
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Summary of Significant Accounting Policies (continued)

Foreign currencies (continued) ‘

For the purpose of the consolidated cash flow statement, the cash flows of overseas subsidiaries are
translated into Hong Kong dollars at the exchange ra‘ies ruling at the dates of the cash flows. Frequently
recurriﬁg cash flows of overseas subsidiaries which arise throughout the year are translated into Hong Kong
dollars at the weighted average exchange rates for the year.

Segrﬁent Information ;

Segment information is presented by way of two segmﬁent formats: (i) on a primary segment reporting basis,
which the Group has determined to be by business segment; and (ii) on a secondary segment reporting
basis, which the Group has determined to be by geographical segment.

Over 92% of the Group's sales is derived from sale of home furniture. Accordingly, no further business

segment information is provided.

In determining the Group's geographical segments, revenues and results are attributed to the segments
based on the location of the customers, and assets aré attributed to the segments based on the location of
the asSets. An analysis of the Group’s turnover by location of customers is as follows:

: 2004 | 2003
Segment revenue : HK$”0€10 | HK$'000
Sales 10 the PRC : 399543 | 296,415
Salés 10 elsewhere in Asia i 3,890 ‘ 3,995
Sales to Australia : 5-; 88 200
Sales to South Africa o245 { -
Sales to'North America : 1 109
803,766 | 300,719

Segn{ent assets Capital expenditure
: 2003 ] 2003
Other segment information HK$'000 HK$'000
Mainland China 178,276 64,837
Hong Kong 98,313 141
276,589 64,978
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5. Turnover and Revenue

Turnover represents the net invoiced value of goods sold, after allowances for returns and trade discounts,
and after eliminations of all significant intra-Group transactions.

An analysis of the Group’s turnover and other revenue is as follows:

2003
HK$'000
Turnover 300,719
Bank interest income 2,114
Service income 12,600
Gain on disposal of short term investments 4,071
Dividend income from short term investments 770
QOthers 972
Other revenue 20,527
Revenue 321,246
6. Profit from Operating Activities
The Group’s profit from operating activities is arrived at after charging/(crediting):
2003
Notes HK$'000
Cost of goods sold 193,110
Provision for doubtful debts 317
Depreciation of owned assets 13 5,899
Amortisation of licence rights of trademarks 14 424
Loss on disposal of fixed assets 70
Research and development costs 1,044
Operating lease rentals on buildings 1,590
Auditors’ remuneration 1,100
Staff costs (excluding directors’ remuneration {note 7))

Wages and salaries 28,619

Pension scheme contributions : 3 535

Less: Forfeited contributions - -

Net pension scheme contributions 535

29,154
Goodwill:

Impairment arising during the year* - -
Exchange (gains)/losses, net (402)
Interest income 2,114)
Service income ; (12,600)
Gain on disposal of short term investments (259) (4,071)
Dividend income from short term investments 251 (770)
* The impairment of goodwill for the year is included in “Other operating expenses” on the face of the consolidated profit

3 4 and loss account (note 15).

The Group’s profit from operating activities mainly represents sale of home furniture in the PRC.
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7. Directors’ Remuneration

The remuneration of the directors of the Company for the year disclosed pursuant to the Rules Governing
the Listing of Securities (the “Listing Rules”) on the‘ifStock Exchange and Section 161 of the Hong Kong
Companies Ordinance is as follows: ;

{

2003
. ; HK$'000
Fees i 1,200
Other emoluments: |
Basic salaries, allowances and benefits in kind ! 5,196
j 6,396
(a) Independent non-executive directors
The fees paid to independent non-executive diréﬁtors during the year were as follows:
i | 2003
i HK$°000
‘ |
~ Mr. Donald H. Straszheim \ 5 -
Mr. Tsao Kwang Yung, Peter “ 240
. Mr. Ma Ming Fai, Gary i 240
! 540 480

There were no other emoluments payable to the independent non-executive directors during the year
(2003: Ni)). 1
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7. Directors’ Remuneration (continued)

(b) Executive directors .

Basic salaries,

allowances Performance Pension
and benefits related scheme Total
Fees in kind bonuses contributions emoluments
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000

2004

Executive directors:
Mr. Tse Kam Pang
Mr. Lam Toi
Ms. Lam Ning, Joanna

2003

Executive directors;

Mr. Tse Kam Pang 240 2,419 - - 2,659
Mr. Lam Toi 240 2,370 - - 2,610
Ms. Lam Ning, Joanna 240 407 - - 647

720 5,196 - - 5,916

There was no arrangement under which a director waived or agreed to waive any remuneration during the

year,

During the year, discretionary bonuses paid or receivable by the executive directors amounted to
HK$591,000 (2003: HK$452,000). In addition, no emoluments were paid by the Group to the directors as
an inducement to join, or upon joining the Group, or as a compensation for loss of office (2003: Nil).

During the year, 800,000 share options were granted to a director in respect of his service to the Group,
further details of which are set out under the heading “Share option scheme” in the Report of the Directors

on pages 16 to 18. No value in respect of the share options granted during the year has been charged to

profit and loss account, or is otherwise included in the above directors’ remuneration disclosures.
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8. Five Highest Paid Individuals

The five highest paid individuals during the year included three (2003: three) executive directors, the details
of whose remuneration are set out in note 7 above. The details of the remuneration of the remaining two

(2003: two) highest paid, non-director individuals, ar'e‘jas follows:

i

2003

HK$'000

Basic‘ salaries, ofher allowances and benefits in kind 559
Pension scheme contributions 20
579

During the year, the discretionary bonuses paid to or receivable by the five highest paid individuals of the
‘Group amounted to HK$662,000 (2003: HK$495,000). No emoluments were paid by the Group to any of
the five highest paid individuals as an inducement to jéin, or upon joining the Group, or as compensation for
loss of office (20C3: Nil).

9. Tax

Hong Kong profits tax has not been provided at thé rate of 17.5% (2003: 17.5%) as the Group did not
generate any assessable profits in Hong Kong during the year. Taxes on profits assessable elsewhere have
been talculated at the rates of tax prevailing in the cQuntries in which the Group operates, based on existing
legié\ation, interpretations and practices in respect thereof.

WGroup
2004 2003
HK?’OOO » HK$'000

Group:

Current ~ Hong Kong profits tax 41
Current - Macao profits tax 7,658
Current — PRC corporate income tax 4,055
Total tax charge for the year 11,754
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9. Tax (continued)

A reconciliation of the tax expense applicable to profit before tax using the statutory rates for the countries
in which the Company and its subsidiaries are domiciled to the tax expense at the effective tax rates, and a
reconciliation of the applicable rates (i.e., the statutory tax rates) to the effective tax rates, are as follows:

Group
2003
HK$'000
Profit before tax 88,998
Calculated at 24.0% (2003: 24.0%) 21,360
Lower income tax rates for Hong Kong at 17.5% (2003: 17.5%) (93)
Lower income tax rates for the PRC at 10.5% (2003: 10.5%) (5,226)
Lower income tax rates for Macao at 15.75% (2003: 15.75%) (3,868)
Income not subject to tax (1,254)
Expenses not deductible for tax 823
Impact of tax holiday of
Wanlibao (Guangzhou) Furniture Limited (“Wanlibao") (811)
Tax loss not recognised 325
Others 498
At effective income tax rate of 18.1% (2003: 13.2%) 11,754

Macao profits tax has been calculated at the statutory tax rate of 15.75% on the estimated assessable
profits for the year of Hong Kong Wong Chiu Furniture Helding Limited (“Wong Chiu”) which is engaged in
the trading of furniture.

Pursuant to the Macao SAR's Offshore Laws, Sino Full Macao Commercial Offshore Limited (“Sino Full”), a
Macaa Offshore Company, is exempted from all the taxes in Macao, including income tax, industrial tax and
stamp duties. And it was dormant during the current year.

According to the income Tax Law of the PRC on Enterprises with Foreign Investment and Foreign Enterprise,
Wanlibao, Guangzhou Fufa Furniture Limited (“Fufa”) and Simply (Dongguan) Furniture Limited (“Simply”),
wholly owned subsidiaries of the Company established in Guangzhou and Dongguan, the PRC, are subject
10 a preferential corporate income tax rate of 24%, and are exempt from PRC corporate income tax for the
first two profitable years of its operations, and thereafter, are eligible for a 50% relief from PRC corporate
income tax for the following three years. As Fufa and Simply have suffered a loss since their establishment
on 22 April 2003 and on 17 May 2004, respectively, corporate income tax has not been provided for during
the year. Also, as the current year was the second statutory profitable year of Wanlibao, no corporate

income tax has been provided for during the year.

King Apex International Limited (“King Apex”), Lead Concept Development Limited (”“Lead Concept”) and
Smart Excel International Limited (“Smart Excel”) are engaged in the provision of quality control, design and
customer services respectively. Provision for tax on the estimated assessable profits of each of these
3 8 subsidiaries arising from their operations in the PRC has been calculated at the rate of PRC corporate income

tax during the year, which is currently 33%.
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Net Profit from Ordinary Activities Attributable to Shareholders

The net profit from ordinary activities attrioutable to shareholders dealt with in the financial statements of
the Company for the year ended 31 December ‘,j2004 was approximately HK3$53,694,000 (2003:
HK$29,905,000) (note 24). ]

Dividends

Group

o
: 2004 | 2003
. HK$'000 HK$'000

Interim dividend — HK12.0 cents (2003: HK6.0 cents) * ' |
per ordinary share : | 29,240 14,238

Proposed final dividend — HK14.0 cents (2003: HK12.0 cents) |
per ordinary share ' ? 34,113 27,908
i 63,353 42,146

The proposed final dividend for the year is subject tb the approval of the Company’s shareholders at the
forthcoming annual general meeting. |

Earnings Per Share
The calculation of basic earnings per share is based on the net profit from ordinary activities attributable to

shareholders for the year of HK$108,002,000 (2003: HK$77,244,000) and the weighted average of
239,693,000 (2003: 234,458,000) ordinary shares in issue during the year.

The calculation of diluted earnings per share is based on the net profit from ordinary activities attributable to

shareholders for the year of HK$108,002,000 (2003;: HK$77,244,000). The weighted average number of
ordinary shares used in the calculation is the 239,693,000 (2003: 234,458,000) ordinary shares, as used in

the basic earnings per share calculation; and the weighted average of 5,485,246 (2003: 5,858,904) crdinary

shares assumed to have been issued at no consideration on the deemed exercise of all share options with

. dilutive effect during the year.
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13. Fixed Assets

Group

Cost or valuation:
At beginning of year
Additions
Acquisition of business
{nate 25(b))
Disposals
Transfers

At 31 December 2004

Accumulated depreciation:
At beginning of year
Provided during the year
Disposals

At 31 December 2004

Net book value:
At 31 December 2004

At 31 December 2003

Furniture,
Leasehold Leasehold fixtures
landand landand Plantand and office Motor Construction Total
buildings  buildings machinery equipment vehicles in progress (at cost or
(at valuation) (at cost) {at cost) (at cost) (at cost) (at cost) valuation)
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
56,300 30,486 40,463 3,224 4174 9,152 143,799
- 41,776 18,710 1,619 2,030 420 64,555
- 91 21 85 41 - 238
- - - - (997) - {997)
- - 9,152 - - {9,152) -
56,300 72,353 68,346 4,928 5,248 420 207,585
5,889 93 8,532 1,615 1,077 - 17,206
1,660 3,473 7,406 853 1,178 - 14,570
_ - - - (275) - (275)
7,549 3,566 15,938 2,468 1,980 - 31,501
48,751 68,787 52,408 2,460 3,268 420 176,084
50,411 30,393 31,931 1,609 3,097 9,152 126,593

The leasehold land and buildings of the Group are located in the PRC, and have a net book value of
HK$117,538,000 as at 31 December 2004. The leasehold land is held under a long term lease.

Certain of the Group's leasehold land and buildings were revalued at 31 December 2004, by Castores Magi

Surveyors Limited (“CMSL"), independent professionally qualified valuers. The leasehold land and buildings

were revalued at open market value, based on their existing use.

Had these leasehold land and buildings been carried at historical cost less accumulated depreciation and

impairment losses, their carrying amounts would have been approximately HK$23,573,000.
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Intangible Assets

Group

Cost:
At'beginning of year and at 31 December 2004

.Accumulated amortisation:
‘At'beginning of year
‘Am]ortisatibn provided during the year

At 31 December 2004

Net book value:
At 31 December 2004

At 31 December 2003

‘Goodwill.

Licence rights
of trademarks

HK$'000

7.998

424
282

706

7,292

7,574

The amount of goodwill capitalised as an asset or recognised in the consolidated balance sheet, arising from

the acquisition of business, is as follows:

Cost:
Acquisition of business and at 31 December 2004 (note 25(b))

Impairment; ;
Impairment provided during the year and at 31 December 2004

Net book value:
At31 December 2004 and at 31 December 2003

[ SO — e e

Group
HK$'000

4,657

4,657
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Unlisted shares, at cost

Due from subsidiaries
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16. Interests in Subsidiaries

o v

Company

2003
HK$'000

45,344
22,845

68,189

The amounts due from subsidiaries are unsecured, interest-free and have no fixed terms of repayment.

Particulars of the subsidiaries directly or indirectly held by the Company as at 31 December 2004 were as

follows:

Name

Chitaly (BVI) Limited
("Chitaly BVI")

Hong Kong Royal Furniture
Holding Limited

Chitaly Furniture Limited

Wanlibzo

Fufa

Simply *

Wong Chiu

Established during the year

Place of
incorporation/

registration
British Virgin Islands
("BVI")

Hong Kong

Hong Kong

People’s Republic
of China ("PRC")
(Note 1)

PRC (Note 2)

PRC (Note 3}

BV

Place of
operations

Hong Kong

Hong Kong

Hong Kong

PRC

PRC

PRC

Macao

Nominal value
of issued and
fully paid-up
share/registered
capital

Ordinary
Us$1,000

Ordinary
HK$10,000

Ordinary
HK$10,000

Paid-up registered
US$5,700,000

Paid-up registered
US$20,000,000

Paid-up registered
HK$6,000,000

Ordinary
Us$1

Percentage of
equity
attributable to
the Company
Direct Indirect
100 -
- 100

- 100

- 100

- 100

- 100
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16. lntefests in Subsidiaries (continued)

Nominal value

of issued and Percentage of
Place of fully paid-up equity
incorporation/ Placeof - share/registered attributable to Principal
Name ‘ registration operations - capital the Company activities
: Direct Indirect
'King Apex BVI Hong Kong Ordinary -~ 100 Provision of
; Us$1 design services
Lead Concept BVI Hong Kong Ordinary - 100 Provision of
i;, Us$1 customer services
Smart Excel BVI Hong Kong Crdinary - 100 Provision of
1 Us$1 quality control
services
Umbrella Groupv Limited BV Hong Kong : Ordinary ~ 100 Dormant
B Us$1
Coralview Limited Bvi Hong Kong Ordinary - 100 Dormant
Us$1
‘\ Ridgecrest Limited BVI Hong Kong Ordinary - 100 Dormant
| i Us$1
Moffat Limited BVI Hang Kong . Ordinary - 100 Dormant
: | Us$1
Knollwood Limited BVI Hong Kong Crdinary - 100 Dormant
o Us$1
Sino Full * ' Macao Macao Ordinary - 100 Dormant
| ‘ MOP100,000
Tomford Limited * BVI Hong Kong’, Ordinary - 100 Dormant
f Us$1
"+ Established during the year.
Notes: - .
. 1 " Wanlibao is a wholly-foreign owned enterprise estab\isf{ed pursuant to its articles of association dated 15 June 1999. The

tenure of the articles of association, and the terms of opérations of Wanlibao, is 30 years from 9 July 1999.

2. Fufa is a wholly-foreign owned enterprise established bursuant to its articles of association dated 13 March 2003. The
- fenure of the articles of association, and the terms of operations of Fufa, is 20 years from 22 April 2003.

3. Simplyis a wholly-foreign owned enterprise established pursuant to its articles of association dated 28 March 2004. The
. tenure of the articles of association, and the terms of operations of Simply, is 12 years from 17 May 2004. Zi 3

§
!
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17.

18.

inventories
Group

2003
HK$'000
Raw materials 8,829
Work in progress 9,901
Finished goods 22,019
40,749

As at the balance sheet date, no inventories were stated at net realisable value (2003: Nil).

Accounts Receivable

The Group’s trading terms with its customers are mainly on credit, except for new customers, where
payment in advance is normally required. The credit period is generally for a period of 30 to 90 days. Each
customer has a maximum credit limit. The Group seeks to maintain strict control over its outstanding

receivables. Overdue balances are reviewed regularly by senior management.

An aged analysis of the accounts receivable as at the balance sheet date, based on invoice date, and net of

provisions, is as follows:

Group

2003

HK$'000

Within 30 days 2,960
31 days to 90 days 1,852
91 days to 180 days 112
QOver 180 days -
4,924
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An aged analysis of the accounts payable as at the balan'ce sheet date, based on invoice date, is as follows:

Group
304 2003
HK$'000
Within 30 days 19,291
31 days to 90 days 9,827
91 days to 180 days 73
181 days to 360 days -
Over 360 days 38
29,229
20. Interest-bearing Bank Loan
Group
2003
HK$'000
Current portion of bank loan (note 21) -
21. Interest-bearing Bank Loan
Group
2003
HK$'000
Bank loan:
Secured -
Bank lloan repayable:
Within one year -
- In the second year -
~In the third to fifth years, inclusive -
Beyond five years -
Portion classified as current liabilities (note 20) -
: iL‘ong‘:t‘erm portion- -
“The Group’s-bank loan is secured by mortgages over the Group’s office building situated in Hong Kong, 45

» which had an aggregate net book value at the balance sheet date of approximately HK$35,358,000.
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22. DEFERRED TAX
The movement in deferred tax liabilities during the year is as follows:
Deferred tax liabilities

Group

Gross deferred tax liabilities at 1 January 2004
and at 31 December 2004

Gross deferred tax liabilities at 1 January 2003
and at 31 December 2003

2004

Revaluation of leasehold
land and buildings
HK$'000

6,363

2003

Revaluation of leasehold
land and buildings
HK$’'000

6,363

The Group has no tax losses arising in Hong Kong (2003: Nil) but has tax losses in Mainland China of
HK$659,000 (2003: HK$325,000) that are available indefinitely for offsetting against future taxable profits
of the companies in which the losses arose. Deferred tax assets have not been recognised in respect of these

losses due to the unpredictability of future profit streams.

At 31 December 2004, there was no significant unrecognised deferred tax liability (2003: Nil) for taxes that

would be payable on the unremitted earnings of certain of the Group’s subsidiaries as the Group has no

liability to additional tax should such amounts be remitted.

There are no income tax consequences attaching to the payment of dividends by the Company to its

shareholders.
23. Share Capital

Shares
Authorised:
2,000,000,000 ordinary shares of HK$0.10 each

Issued and fully paid:
46 243,666,000 ordinary shares of HK$0.10 each
(2003: 232,566,000 ordinary shares of HK$0.10 each)
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HK$'000

200,000

23,257




23. Share Capital (continued)
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Shares (continued)

During:the year, the movements in share capital were as follows:

4,600,000 and 6,500,000 shares of HK$0.10 each were issued for cash at a subscription price of HK$2.18
and HK$1.17 per share respectively pursuant to the exercise of the Company’s share options for a total cash
consideration, before expenses, of HK$17,633,000. ‘
A summary of the transactions during the year with féference to the above movements in the Company’s
issued share capital is as follows: ‘

Number of Issued share Share premium

shares in issue capital account Total

HK$'000 HK$'000 HK$'000

At 1 January 2003 230,000,000 23,000 9,048 32,048
Repurchase of shares (4,734,000)" (473) (10,629) (11,102)
Share options exercised 7,300,000 730 4,599 5,329
At 1 January 2004 232,566,000 23,257 3,018 26,275
Share options exercised 11,100,000 1,110 16,523 17,633
At 31 December 2004 243,666,000 24,367 19,541 43,908

Share optiovns

Th;e Company operates a share option scheme (the "Scheme”) for the purpose of providing incentives and
rewards to eligible participants who contribute to the Group's operations. Under the Scheme, the directors
may, at their discretion, invite any employees, directors or consultants of any company in the Group to take
Ub options. The Scheme became effective on 26 April 2002 and, unless otherwise cancelled or amended,
will remain in force for 10 years from that date.

The maximum number of shares in respect of which op}tions may be granted under the Scheme, and under any
other share option scheme of the Company pursuant:to which options may from time to time be granted to
directors, consultants, and/or employees of any company in the Group, shall initially not exceed 10% of the
relevant class of securities of the Company in issue excluding for this purpose, shares issued on exercise of
optiohs under the Scheme and any other share optionj scheme of the Company. Upon the grant of options for
shares up 1o 10% of the relevant class of securitiefﬁ of the Company and subject to the approval of the
shareholders of the Company in general meetings, the maximum number of shares to be issued under the
Scheme when aggregated with securities to be issued ?’under any other share option scheme of the Group, may
be increased by the board of directors provided that fhe shares to be issued upon exercise of all outstanding
options does not exceed 30% of the relevant class of ;:ecurities in issue from time to time.

No option may be granted to any one person such ’ghat the total number of shares issued and to be issued
upon exercise of options granted and to be grantedto such person in any 12-month period up to the date
of the latest grant exceeds 1% of the issued share cabita\ of the Company from time to time.

47
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23. Share Capital (continued)

Share options {continued)

An option may be exercised in accordance with the terms of the Scheme at any time during the option
period and not more than 10 years after the date of grant. The option period will be determined by the
board of directors and communicated to each grantee. The board of directors may provide restrictions on
the time during which the options may be exercised. There are no performance targets which must be
achieved before any of the options can be exercised. However, the board of directors retains discretion to

accelerate the vesting of fixed-term options in the event that certain performance targets are met.

The movements in the number of share options to subscribe for shares in the Company during the year were

as follows:
Number of
Number of share
share Numberof  Number of options
options  share options share options  outstanding Exercise
outstanding granted exercised at31 price
at 1 January during during the December  per share
Share option scheme 2004 the year year 2004 HKS Exercise period
The Scheme 6,500,000 - {6,500,000) - 117 1/6/2003 to 31/5/2006
The Scheme 4,600,000 - (4,600,000) - 2.18 11172003 to 31/10/.2006
The Scheme - 900,000 - 500,000 480 29/9/2004 to 28/9/2014
The Scheme - 6,000,000 - 6,000,000 4.675 16/10/2004 10 15/1072014
11,100,000 6,900,000  (11,100,000) 6,900,000

The 17,100,000 share options exercised during the year resulted in the issue of 11,100,000 ordinary shares
of the Company and new share capital of HK$1,110,000 and share premium of HK$16,523,000 (before

issue expenses), as detailed in note 24 to the financial statements.

At the balance sheet date, the Company had 6,900,000 share options outstanding. The exercise in full of
the remaining share options would, under the present capital structure of the Company, result in the issue of
6,900,000 additional ordinary shares of HK$0.10 each in the Company and proceeds, before relevant share
issue expenses, of approximately HK$32,370,000.

Subseguent to the balance sheet date, on 28 January 2005, a total of 2,300,000 share options were granted
to a director of the Company in respect of his service to the Group in the forthcoming year. These share
options have an exercise price of HK$5.85 per share and an exercise period from 29 January 2005 to 28
January 2015. The price of the Company’s shares at the date of grant was HK$5.85 per share.

Subsequent to the balance sheet date, on 24 February 2005, a total of 2,300,000 share options were
granted to certain of the senior management and other employees of the Company in respect of their
services 1o the Group in the forthcoming year. These share options have an exercise price of HK$5.76 per

48 share and an exercise period from 25 February 2005 to 24 February 2015. The price of the Company’s
shares at the date of grant was HK$5.70 per share.
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31 December 2004

24. Reserves

Groub
Leasehold
Share land and
premium  Exchange building
account fluctuation revaluation Retained
(Note (a)) reserve reserve profits Total
HK$'000 HK$'000 HK$'000 HK$'000 HK$'000
At 1January 2003 9,048 367 20,150 55,478 85,043
‘ Exer&ijse of share options 4,599 - - - 4,599

Repurchase of shares, )
\ incl‘uding expenses (10,629) - - - (10,629)

Exchange differences on
translation of the financial

statements of foreign entities - (402) - - (402)
Net profit for the year : - - - 77,244 77,244
interifm dividend - - - (14,238)  (14,238)
Propésed final dividend - - - (27,908) (27,908)
At 1 January 2004 3,018 (35) 20,150 90,576 113,709
Exercise of éﬁare options 16,523 - - - 16,523

Exchange differences on

translation of the financial

‘ sta‘tements of foreign entities - 115 - - 115
Net profit for the year - - - 108,002 108,002
Interim dividend - - - (29,240) (29,240)
Proposed final dividend - - - (34,113) (34,113)
At 311 December 2004 19,541 ‘ 80 20,150 135,225 174,996
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31 December 2004

24. Reserves (continued)

Company
Share
premium Contributed
account surplus  Accumulated
(Note (a)) (Note (a) & (b)) losses Total
HK$’000 HK$'000 HK$000 HK$'000
At 1 January 2003 9,048 45,144 (20,151) 34,041
Exercise of share options 4,599 - - 4,599
Repurchase of shares,
including expense (10,629) - - (10,629)
Net profit for the year - - 29,905 29,905
Interim dividend - - (14,238) (14,238)
Proposed final dividend - - (27,908) (27,908)
At 1 January 2004 3,018 45,144 (32,392) 15,770
Exercise of share options 16,523 - - 16,523
Net profit for the year - - 53,694 53,694
Interim dividend - - (29,240) (29,240)
Proposed final dividend - - (34,113) (34,113)
At 31 December 2004 19,541 45,144 (42,051) 22,634

Notes:

(a) Under the Companies Law (2001 Second Revision) of the Cayman Islands, the share premium account and contributed
surplus are distributable to the shareholders of the Company, provided that immediately following the date on which the
dividend is proposed to be distributed, the Company will be in a position to pay off its debts as and when they fall due in
the ordinary course of business.

(b)  The contributed surplus of the Company represents the difference between the then combined net asset value of the
subsidiaries acquired pursuant to the group reorganisation on 15 December 2001 over the nominal value of the shares of
the Company’s shares issued in exchange therefor.
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25. Nptes‘ to Consolidated Cash Flow Statement

(a)

(b)

‘ ' Cash

Cash and cash equivalents

Cash and cash equivalents included in the cash flow statement comprise the following balance sheet

amounts:
Group
2008 2003
' HK$'000 ' HK$'000
Cash on hand and balances with banks 85,758 77,392

'At the balance sheet date, the cash and bank balances of the Group denominated in Renminbi
("RMB") amounted to HK$38,992,000 (2003: HK$28,238,000). The RMB is not freely convertible into
other currencies. However, under Mainland China's Foreign Exchange Control Regulations and
Administration of Settlement, Sale and Payment of Foreign Exchange Regulations, the Group is
permitted to exchange RMB for other currehcies through banks authorised to conduct foreign

“.exchange business.

Acquisition of business

During the year, the Group acquired the follovx)ing assets and liabilities from an independent third
party who was engaged in the manufacturing and sale of furniture products in the Mainland China:

" :
| 2004 | 2003
; Notes ' HK$000 | HK$°000
“Net liabilities acquired: |
3 Fixed asséts 13 238 -
Cash and bank balances 302 -
© Prepayments and other receivables | 17,024 -
Accounts payable ‘ \‘ (12,070) . -
Accruals and other payables ‘ (10,151) -
‘ |
(4.657)
- i
. Goodwill on acquisition ‘ 15 ; 4,657 -
- Satisfied by: ; ‘
: 5,197 -

.An analysis of the net outflow of cash and cash equivalents in respect of the acquisition of business is

‘as follows: e
2004 2003
HK$’000 HK$°000
.Cash consideration ; (5,197) -
Cash and bank balances acquired ‘ 302 -
| Net outflow of cash and cash equivalents ,
Cin reSpéct of the acquisition of business ; ‘ 4,895 -
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31 December 2004

26. Commitments

(a) Capital commitments

. Group
2004 2003
HK$'000 HK$'000
Capital commitments:
Contracted, but not provided for in relation to

— the construction of land and buildings 358 -

— the acquisition of outlets of franchisees 6,354 -
6,712 -

(b) Commitments under operating leases

The Group leases certain of its office buildings under operating lease arrangements. Leases for office

buildings are negotiated for a term of three years.

At the balance sheet date, the Group had total future minimum lease payments under non-cancelable

operating leases falling due as follows:

2004 2003

HK$'000 HK$ 000

Within one year 3,924 386
In the second to fifth years, inclusive 14,875 303
After five years 7,738 -
26,537 689

27. Contingent Liabilities
At 31 December 2004, the Group and the Company had no material contingent liabilities (2003: Nil).
28. Post Balance Sheet Events

(@) On 28 January 2005, 2,300,000 share options were granted to certain of the directors of the Group,
as further detailed in note 23 to the financial statements.

(b) On 24 February 2005, 2,300,000 share options were granted to certain of the senior management
and other employees of the Group, as further detailed in note 23 to the financial statements.

29. Approval of the Financial Statements

52

The financial statements were approved and authorised for issue by the board of directors on 8 April 2005.
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FEREFBAE (18,634) (6,363) (6,363) - (3,440)
233,476 164,874 126,659 45,330 31,453
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AREZ2EBTRRZABRITADIR °

13

TREEBERAR « ZERBNUEEH




e -

BEEAR

TR AEELBLCAESZRBR(ZTFTF &) -

i

TREFRHUED
FEREARFP 2 HERELREBENEEEN174% FEEZRATFEAFR43% - A5EH
AEEEEFNEREEN8%  SAHBEHEEF 7%

FRREERRAAREALRBESHRAPEA LTSRN LERTRAZ CAREHERKE
AEAEFTRAEEAER#ES -

EF
FAXRBEZEFMT ¢

HITES
il biad
TR &
HEZ L

BYUFHITES

EEELE

Donald H. Straszheimt £ (R ZETEWF AT+ =B ZE 1)
SHETE

FEE® RIZEZAF-A-T—H EABLELABIBUNATES RAIBZETARLTH
TEF EEAMAEBZETRBUFNTESE -

REALFEABERMENETE Z 0 EZARESE TREBRNEERRBFAEGLEE -

BEANDEBEIRMAY AR5 EF (BERBUFNTESETERAQFESESE IR ARE
ERREE -

EFRBEEBRARCREE
ARAEERAEESREEABRZNARERENAFEREI0ENE -

TERERARAR - ZRFHNEFR




EHEFEHER

15

ERZERBED
WTEERBUFNTEFECANELRATTYRSHBE A-SF-FRA-BEMMNITMF -
EAADBREENEAA—FARS - ARLTLAMEAZBEBERLEBAAL

METAHAEERRBF ARG LREECZEFTEARABARANTIHEE CEEBER M)
AR —FRBIEZREEL -

EFREETRARZEN HBEBRNEGSZEBR2RES
RZZENF+-_AZ+—FB BERIBABRAERFDANAABEZE (REFRAEEASEXV
L2RE) 2BRAREBRGREF T HEACEXNFDAREES RBERIEIEFFEZE
RMAZEERES  RERBELFRTABRLEOEA P 2BETUARNGARARBRALZ
HEREAEMT

REAQAEBEBZEE
BREERMHE SHEESRE

ZAEE kELT
HEER BREE &8 BRFREZ
EOESE fi s #E ¥ RRHLTE ERRBA @t R:14
ke (@) 4,600,000 - 71,450,000 - 76,050,000 31.21%
A5 (b 4,600,000 - 28 450,000 - 33,050,000 1357%
HE 1,900,000 - - - 1,800,000 0.78%
11,100,000 - 99,900,000 - 111,000,000 45.56%

SEEENARACERERRBIENTBHRME23-

(@) 171,450,000/ R D FIAXIS ThdCrisana International Inc. ([Crisanal - REBRZHESEMRIZAR) 358 - R _BETTEF+
ZRZT-8  #RBEESECisana 100% B BITRAE -

(b)  1t:28,450,0008% 782 RIAR {3 3 Silver Wave Holdings Limited ([Silver Wavel - REBRZFSEFMKZZRE) #F - RZFEEN
F+ZA=+—8  AEEEEESIver Wave 100% 2 EITHRA -

THEEELAMEETHEARRREEZEEREMRARFAFELAEQARIZEESBARE -
BRUALPFES  ROTTEOF+_A=+-—H HMEBEEERAQFHECFAEBREZEZRG - HEH

RN ELFHEEREES R RN E S ETEHIRB LT ETAEEETELRHZEE
THBNEAREIRBRMIBERNESR -

hEERARLT o TRBFUEFR



EFawEA

EERBAKRGK<CERN

BB BRRMEBERBASMREZY) FATASEENESIREZAZIEBAAXNEZF
FUMBRITEIEBEERACAROUESAMBE2EN  MALE - EERASXEEEANE
REARFAENBRARATETLEALHEREEIRNEFEMEABRTREUSET -

MRt

ARBRE-EBRESB([FE])  ERUFKEZELETHAERBEEZ B REE -
BREZTE  EEVHBEEFAEEETIAQRZANEERE  EFTEHNEBEBERE - 280
TEFCEWNACSTABAER  BRERBERENR  TAHZBRERTEF -

BEZAERARFATRETFTAEEETERNARNZES  BHEER ABEBREZAGCERE
AEAELBREMSIRZBDEE SV TSERRQACETZARANES Lt TBEZKE
ARARAERNEMBERETIETERMET IR HEZ10% REHEREMIRESE
AABEBAERESFHE 0% RABRRAGELRRDNREHMEZAET  REZTEBTZ2RMHE
BEASEIAEMBEREASBEETIESFENZESEE  AIEEFTRN  BEXRMBARTE
EREERNEERMETZRNBEINCBAERENER TR ZCEITHE 230%°

WRHEESARLEREZELT —EARMERTREETEA LT ZERBETEMCS H1T858
TROZBODEEBEFARFTHEETREZ1% ITEETRZALTEMNERE -

BRBENRZABZHEINEREREN(BRUEZAAFITEETF)BERTRE -ERERHEH
ESCETRBAENARA BESERIIERBEZOTEER - TEEREBESTEIIAR
RET EEFCRENBEE AIREBTRAEGEIBNREEBREZRE -

AEETRARAARDZABELRHESFSETIANRARA BEBEAUTZEZESE - OR
HEE: RHBFHZB(WERARSHIBRXAEBRARZIBROBRTE  Ri)EEZRLZERR
ERZREIXAMABERATBREBEZIFHETE HERBHAAMAZEARBEARARE H£E
RERBFRAREQAR  ERRLOAREIOBETZEFRE @ MEREREACHEDL  ELERZS
EE(EERFEEARES -

TEEBRAERAE  ZEREUELER




= F aE W=

WMEEn® (|

RZFFOE+-A=+-8  RESEMEERETA T ZHRHRE 269000008 - BERA
RARZBZERIRMZ3% - REESEEL B LEM+ - EAABATETELAABLEEMN
TETZEBESHE  RRACEACABEZSRIRN 1% LE— SRR 2BBRERL LR
A HEERRRBREASHLE

WTHRERNRBEFEUSHEREIE LR L 2 BRE :

g% RUARE FEREE
H LT figq -3 EA
$£488 &N ERRKE ERGE  ERRR  EREH L4 Bg g% 3 i i
i1 ]
HEl 2,300,000 - (2300000 - - - Ry N/ aeE 118 218 360
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION

The Stock Exchange of Hong Kong Limited takes no responsibility for the contents of this

circular, makes no representation as to its accuracy or completeness and expressly disclaims

any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or
any part of the contents of this circular.

If you are in any doubt as to any aspect of this circular or as to the action to be taken, you

should consult your stockbroker or other registered dealer in securities, bank manager,
solicitor, professional accountant or other professional adviser.

If you have sold or transferred all your shares in Chitaly Holdings Limited {“Company”), you
should at once hand this circular with the accompanying form of proxy to the purchaser or

transferee or to the bank, stockbroker or other agent through whom the sale or transfer was
effected for transmission.
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CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability) e
(Stock Code: 1198)
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PROPOSALS FOR RE-ELECTION OF DIRECTORS,
GENERAL MANDATES TO ISSUE AND REPURCHASE SECURITIES
AND
AMENDMENTS TO ARTICLES OF ASSOCIATION

The notice convening the annual general meeting of the Company (*AGM?”) is set out on pages
11 to 15 of this circular. A form of proxy for the AGM is also enclosed with the circular.
Whether or not'you are able to attend the AGM, you are requested to complete the form of
proxy in accordance with the instructions printed thereon and return it to the office of the
Company’s Branch Registrars and Registration Office in Hong Kong, Tengis Limited at Ground
Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong as
soon as possible and in any event not less than 48 hours before the time appointed for holding
the AGM. Completion and return of the form of proxy shall not preclude you from attending
and voting in person at the AGM or any adjourned meeting thereof should you so desire.

15th April 2005
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DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions shall have

the following meanings:

SGAGM”

“AGM Notice”

“Articles of Association”
“Board”

“Company”

“Director(s)”

“Existing Articles”

“Hong Kong”

“Latest Practicable Date”

“Listing Rules”

“Share(s)”
“Shareholder(s)”
“Stock Exchange”

“Takeovers Code”

the annual general meeting of the Company to be held at The
Kowloon Shangri-la, 64 Mody Road, Tsimshatsui, Kowloon,
Hong Kong on Wednesday, 11th May 2005 at 10:00 a.m.

the notice convening the AGM as set out in the 2004 Annual
Report of the Company, a copy of which is despatched together
with this circular

the articles of association of the Company

board of Directors

Chitaly Holdings Limited, a company incorporated in the
Cayman Islands with limited liability, the securities of which
are listed on the main board of the Stock Exchange

the director(s) of the Company

the existing articles of association of the Company as amended
at the annual general meeting of the Company held on 5th May
2004

the Hong Kong Special Administrative Region of the People’s
Republic of China

8th April 20085, being the latest practicable date prior to the
printing of this circular for ascertaining certain information in

this circular

the Rules Governing the Listing of Securities on the Stock
Exchange

share(s) of HK$0.10 each in the capital of the Company
holder(s) of the Share(s)
The Stock Exchange of Hong Kong Limited

The Hong Kong Code on Takeovers and Mergers
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CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

Executive Directors: Registered Olffice:

Mr, Tse Kam Pang (Chairman) : Century Yard

Mr. Lam Toi Cricket Square

Ms. Lam Ning, Joanna Hutchins Drive

Mr. Ma Gary Ming Fai P.O. Box 2681 GT
Grand Cayman

Independent Non-Executive Directors: Cayman Islands

Mr. Tsao Kwang Yung, Peter ' British West Indies

Dr. Donald H. Straszheim ' :

Mr. Yau Chung Hong Head office and

principal place of business:
Room 204, 2nd Floor
Wing On Plaza
62 Mody Road
Tsim Sha Tsui East
Kowloon
Hong Kong

15th April 2005
To the Shareholders
Dear Sir or Madam,

PROPOSALS FOR RE-ELECTION OF DIRECTORS,
GENERAL MANDATES TO ISSUE AND REPURCHASE SECURITIES,
AND
AMENDMENTS TO ARTICLES OF ASSOCIATION

INTRODUCTION

The purpose of this circular is to provide you with information regarding resolutions to be
proposed at the AGM relating to (1) the re-election of Directors; (i) the granting to the
Directors of general mandates for the issue and the repurchase of the Company’s securities up
to 20 per cent. and 10 per cent. respectively of the aggregate nominal amount of the Company’s
issued share capital as at the date of the passing of such resolutions; and (iii) the proposed
amendments to the Articles of Association.
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RE-ELECTION OF DIRECTORS

The Board currently consists of 7 Directors, namely Mr. Tse Kam Pang, Mr. Lam Toi, Ms.
Lam Ning, Joanna and Mr. Ma Gary Ming Fai, who are executive Directors and Mr. Tsao
Kwang Yung, Peter, Mr. Yau Chung Hong and Dr. Donald H. Straszheim who are independent
non-executive Directors.

According to Article 87 of the Existing Articles, at each annual general meeting, one third
of the Directors for the time being, or, if their number is not three or a multiple of three, then
the number nearest to but not greater than one-third, shall retire from office. The Director(s) to
retire in every year shall be those who have been longest in office since their last election but
as between persons who became Directors on the same day those to retire shall (unless they
otherwise agree between themselves) be determined by lot. The retiring Director(s) shall be
eligible for re-election.

Pursuant to Article 87 of the Existing Articles, Messrs. Tsao Kwang Yung, Peter and Mr.
Ma Gary Ming Fai will retire at the AGM. They are eligible for re-election at the AGM.

Article 88 of the Existing Articles provides that no person, other than a retiring Director,
shall, unless recommended by the Board for election, be eligible for election to the office of
Director at any general meeting, unless notice in writing of the intention to propose that person
for election as a Director and notice in writing by that person of his willingness to be elected
shall have been given to the Company at least seven clear days (but not more than fourteen
clear days) before the date of the general meeting.

Accordingly, if a Shareholder wishes to nominate a person to stand for election as a
Director at the AGM, notice of his intention to propose such person for election as a Director
and the notice executed by the nominee of his willingness to be elected must be validly served
at the office of the Company’s Branch Registrars and Registration Office in Hong Kong, Tengis
Limited at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road,
Wanchai, Hong Kong on or before 3rd May 2005.

A brief biographical details of the retiring Directors are set out in Appendix I of this
circular. If a valid notice from a Shareholder to propose a person to stand for election as a
Director at the AGM is received after the printing of this circular, the Company will issue an
announcement and/or a supplementary circular to inform Shareholders of the details of the
additional candidate proposed.

GENERAL MANDATES TO ISSUE AND REPURCHASE SECURITIES

New general mandates to allot, issue and deal with securities of the Company up to 20 per
cent. and to repurchase securities up to 10 per cent. respectively of the aggregate nominal
amount of the issued share capital of the Company as at the date of the resolutions as set out in
Resolutions numbered 5(A) and 5(B) respectively of the AGM Notice will be proposed at the
AGM. Resolution authorising the extension of the.general mandate to the Directors to issue
securities to include the aggregate nominal amount of such securities (if any) repurchased
under the repurchase mandate as set out in Resolution numbered 5(C) of the AGM Notice will
be proposed at the AGM.
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With reference to the proposed new general mandates, the Directors wish to state that they
have no immediate plans to issue or repurchase any securities pursuant to the relevant
mandates.

An explanatory statement containing the particulars required by the Listing Rules to
enable the Shareholders to make an informed view on whether to vote for or against
Resolutions numbered 5(A), 5(B) and 5(C) to be proposed at the AGM in relation to the
proposed general mandates to issue and repurchase securities are set out in the Appendix II to
this circular.

AMENDMENTS TO ARTICLES OF ASSOCIATION

The Listing Rules have recently been amended by the Stock Exchange by replacing the
Code of Best Practice in Appendix 14 with a new Code on Corporate Governance Practices
(“the CG Code”) and adding a new Appendix 23 on the requirements for a Corporate
Governance Report to be included in annual reports of listed issuers. Subject to certain
transitional arrangements, the amendments took effect on 1st January 2005.

Following a review of the Company’s corporate governance practices with reference to the
CG Code, the Directors proposed to amend Article 86(3) and 87(1) of the Existing Articles at
the AGM to ensure compliance with the CG Code. Pursuant to Code Provision A.4.2, every
director, including those appointed for a specific term, should be subject to retirement by
rotation at least once every three years. Accordingly, Article §7(1) will be amended to specify
that notwithstanding any other provisions in the Articles of Association, at each annual general
meeting of the Company one-third of the Directors for the time being (or, if their number is not
a multiple of three, the number nearest to but not less than, instead of not greater than, one-
third) shall retire from office by rotation. As a result of the said proposed amendment, every
Director will be subject to retirement by rotation at least once every three years in compliance
with the Code Provision A.4.2.

Code Provision A.4.2 also provides that all directors appointed to fill a casual vacancy
should be subject to election by shareholders at the first general meeting after their
appointment. Accordingly, Article 86(3) will be amended to specify that any Director appointed
to fill a casual vacancy shall hold office until the next following general meeting, instead of the
next following annual general meeting.

The full text of the proposed amendments to the Articles of Association is set out in
resolution no. 6 in the AGM notice set out on pages 11 to 15 of this circular.

AGM

The notice convening the AGM is set out in the 2004 Annual Report of the Company, a
copy of which is despatched to Shareholders together with this circular. Ordinary resolutions in
respect of the general mandates to issue and repurchase securities and special resolution in
respect of the proposed amendments to the Articles of Association will be proposed at the
AGM.
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A form of proxy for the AGM is also enclosed with the 2004 Annual Report of the
Company. Whether or not you are able to attend the AGM, you are requested to complete the
form of proxy in accordance with the instructions printed thereon and return it to the office of
the Company’s Branch Registrars and Registration Office in Hong Kong, Tengis Limited, at
Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong
Kong as soon as possible and in any event not less than 48 hours before the time appointed for
holding the AGM. Completion and return of the form of proxy shall not preclude you from
attending and voting in person at the AGM or any adjourned meeting thereof should you so
desire.

Pursuant to the Existing Articles of the Company, at any general meeting a resolution put
to the vote of the meeting shall be decided on a show of hands unless a poll is (before or on the
declaration of the result of the show of hands or on the withdrawal of any other demand for a
poll) demanded (i) by the Chairman of the meeting; or (ii} by at least three Shareholders
present in person or in the case of a Shareholder being a corporation by its duly authorised
representative or by proxy for the time being entitled to vote at the meeting; or (iii) by a
Shareholder or Shareholders present in person or in the case of a Shareholder being a
corporation by its duly authorised representative or by proxy and representing not less than
one-tenth of the total voting rights of all the Shareholders having the right to vote at the
meeting; or (iv) by a Shareholder or Shareholders present in person or in the case of a
Shareholder being a corporation by its duly authorised representative or by proxy and holding
Shares in the Company conferring a right to vote at the meeting being Shares on which an
aggregate sum has been paid up equal to not less than one-tenth of the total sum paid up on all
shares conferring that right.

RECOMMENDATION

The Directors consider that the re-election of Directors, the grant of general mandates to
issue and repurchase securities, and to add the aggregate nominal amount of securities that may
be repurchased to the aggregate nominal amount of securities that may be allotted pursuant to
the general mandate to issue securities, and the proposed amendments to the Articles of
Association are each in the best interests of the Company and the Shareholders as a whole, and
accordingly, recommend all Shareholders to vote in favour of the resolutions to be proposed at
the AGM.

Yours faithfully,

For and on behalf of the Board
Chitaly Holdings Limited
Tse Kam Pang
Chairman
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PARTICULARS OF DIRECTORS FOR RE-ELECTION

The biographical details of the Directors eligible for re-election at the AGM are set out
below.

Mr. MA Gary Ming Fai, aged 41, executive Director
Experience

Mr. Ma Gary Ming Fai is an executive director of the Company. Mr. Ma is responsible for
the general administrative functions of the Company. Mr. Ma is also a Vice Chairman of Xteam
Software International Limited, a company listed on the Growth Enterprise Market of the Stock
Exchange and a subsidiary of the Beijing Municipal People’s Government. Mr. Ma was a
Chartered Accountant by training. He has worked as a managing director of an investment
bank. Mr. Ma has not entered into any service contract with the Company.
Length of service

Mr. Ma’s service as an executive director of the Company is not for a fixed term but is
subject to retirement by rotation and re-election in accordance with the Articles of Association
of the Company.
Relationships

Mr. Ma does not have any relationship with any other Directors, senior management,
substantial shareholders (as defined in the Listing Rules) or controlling shareholders (as
defined in the Listing Rules) of the Company, or their respective associates.

Interests in Shares

Mr. Ma has no interests in the Shares within the meaning of Part XV of the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong Kong).

Director’s emoluments
The remuneration payable to Mr. Ma is HK$2,380,000 per year.
Others |
There are no other matters that need to be brought to be attention of the Shareholders.
Mr. TSAO Kwang Yung, Peter, aged 71, independent non-executive Director
Experience
Mr. TSAO Kwang Yung, Peter, was the former Secretary for Home Affairs of the

Government of Hong Kong. In 1977, Mr. Tsao was appointed as the special envoy to Geneva
and became the head of the Trade and Industry Department in 1981. In 1983, Mr. Tsao headed
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the Government Information Services and in 1988 he was appointed as the Secretary for Home
Affairs from which post he retired in February 1992. He is currently the Chairman of Prima
Consultants Limited, an independent non-executive Director of the Company and a director of
the following listed companies in Hong Kong: Herald Holdings Limited, Kingboard Chemical
Holdings Limited, K & P International Holdings Limited, Takson Holdings Limited, Karce
International Holdings Co. Ltd., ITE (Holdings) Limited and Hopefluent Group Holdings
Limited.

Length of service

Mr. Tsao’s service as an independent non-executive director of the Company is not for a
fixed term but is subject to retirement by rotation and re-election in accordance with the
Articles of Association of the Company.
Relationships

Mr. Tsao does not have any relationship with any other Directors, senior management,
substantial shareholders (as defined in the Listing Rules) or controlling shareholders (as
defined in the Listing Rules) of the Company, or their respective associates.

Interests in Shares

Mr. Tsao has no interests in the Shares within the meaning of Part XV of the Securities
and Futures Ordinance (Chapter 571 of the Laws of Hong Kong).

Director’s emoluments
The director’s fee payable to Mr. Tsao is HK$240,000 per year.
Others

There are no other matters that need to be brought to be attention of the Shareholders.
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This Appendix contains the particulars that are required by the Listing Rules to be
included in an explanatory statement to enable the Shareholders to make an informed view on
whether to vote for or against the resolution to be proposed at the AGM in relation to the
proposed repurchase mandate.

SHARE CAPITAL

As at the Latest Practicable Date, the issued capital of the Company was HK$24,366,600,
consisting of 243,666,000 fully paid Shares. Subject to the passing of the resolution granting
the proposed mandate to repurchase securities and on the basis that no further Shares are issued
or repurchased before the AGM, the Company will be allowed to repurchase a maximum of
24,366,600 Shares (10 per cent of the existing issued share capital) during the period ending on
the earlier of the conclusion of the next annual general meeting of the Company or the date by
which the next annual general meeting of the Company is required to be held by the articles of
association of the Company or any applicable laws or the date upon which such authority is
revoked or varied by a resolution of the Shareholders in general meeting.

REASONS FOR REPURCHASES

The Board believes that it is in the best interests of the Company and the Shareholders as
a whole for the Directors to have a general authority from the Shareholders to enable the
Company to repurchase its securities in the market. Any repurchase of securities of the
Company may, depending on market conditions and funding arrangements at the time, lead to
an enhancement of the net asset value or earnings per Share or both and will only be made
when the Board believes that a repurchase of securities will benefit the Company and the
Shareholders.

FUNDING OF REPURCHASES

Any repurchase of securities of the Company would be funded entirely from the cash flow
or working capital facilities available to the Company, and will, in any event be made out of
funds legally available for the purpose in accordance with the memorandum and articles of
association of the Company and the applicable laws of the Cayman Islands and the Listing
Rules. Such funds include, but are not limited to, profits available for distribution. Purchases
may only be effected out of the profits of the Company or out of the proceeds of a fresh issue
of shares made for the purpose, or, if so authorised by its articles of association and subject to
the provisions of the Companies Law, out of capital. Any premium payable on a purchase over
the par value of the Shares to be purchased must be provided for out of profits of the Company
or out of the Company’s share premium account, or, if so authorised by its articles of
association and subject to the provisions of the Companies Law, out of capital.

The Directors have no present intention to repurchase any securities of the Company and
they would only exercise the power to repurchase in circumstances where they consider that the
repurchase would be in the best interests of the Company and in circumstances where they
consider that the securities of the Company can be repurchased on terms favourable to the
Company. The Directors anticipate that if the general mandate to repurchase securities of the
Company were to be exercised in full at the currently prevailing market value, it might have an
adverse impact on the working capital and gearing level of the Company. The Directors do not
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propose to exercise the mandate to repurchase securities of the Company to such an extent as
would, in the circumstances, have a material adverse effect on the working capital requirements
of the Company or the gearing level which in the opinion of the Directors are from time to time
appropriate for the Company.

MARKET PRICE OF SHARES

The following table shows the highest and lowest prices at which the securities have been
traded on the Stock Exchange in each of the last twelve months:

Shares
Highest Lowest
(HKS) (HKS)
2004
April 4.45 3.775
May 4.25 2.85
June 3.675 3.00
July 4.325 3.50
August 5.00 4.20
September 4.90 4.50
October 5.50 4.25
November 6.50 5.20
December 6.35 5.70
2005
January 6.05 5.65
February ‘ 7.00 5.70
March 7.40 6.70
1st-8th April 7.75 7.10
GENERAL

None of the Directors, to the best of their knowledge and having made all reasonable
enquiries, nor any of their associates as defined in the Listing Rules currently intend to sell
securities to the Company or its subsidiaries. The Directors have undertaken to the Stock
Exchange that, so far as the same may be applicable, they will exercise the proposed mandate
to repurchase securities of the Company in accordance with the Listing Rules and applicable
laws of the Cayman Islands.

No connected persons as defined in the Listing Rules of the Company, have notified the
Company that they have a present intention to sell any securities of the Company hold by them
to the Company, or has undertaken not to sell any of the securities of the Company in the event
that the Company is authorised to make repurchases of its securities.
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TAKEOVERS CODE

If as a result of a repurchase of securities of the Company, a Shareholder’s proportionate
interest in the voting rights of the Company increases, such increase will be treated as an
acquisition for the purposes of the Takeovers Code. Accordingly, a Shareholder, or group of
Shareholders acting in concert, depending on the level of increase of the Shareholders’ interest,
- could obtain or consolidate control of the Company and become obliged to make a mandatory
offer in accordance with Rule 26 of the Takeovers Code.

As at the Latest Practicable Date, Mr. Tse Kam Pang was directly and/or indirectly
interested in an aggregate of 76,050,000 Shares, representing approximately 31.21 per cent. of
the issued share capital of the Company. Based on such interests and assuming that no further
Shares are issued or repurchased prior to the AGM and in the event that the Directors exercise
in full the power to repurchase securities of the Company under the proposed repurchase
mandate, the interests of Mr. Tse Kam Pang will be increased to approximately 34.68 per cent.
of the issued share capital of the Company. To the best of the knowledge and belief of the
Directors, such increase in the interests of Mr. Tse Kam Pang will give rise to an obligation to
make a mandatory offer under Rule 26 of the Takeovers Code. The Directors have no present
intention to repurchase securities of the Company to the extent that it will trigger the
obligations under the Takeovers Code to make a mandatory offer.

In the event that the repurchase mandate is exercised in full, the number of the relevant
class of securities of the Company held by the public will not fall below 25 per cent. of the

total number of that class of securities then in issue.

In the six months preceding the Latest Practicable Date, the Company has not repurchased
any Shares on the Stock Exchange.
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NOTICE OF ANNUAL GENERAL MEETING

CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)

NOTICE IS HEREBY GIVEN that the Annual General Meeting of Chitaly Holdings
Limited (“Company”) will be held at The Kowloon Shangri-la, 64 Mody Road, Tsimshatsui,
Kowloon, Hong Kong on Wednesday, 11th May 2005 at 10:00 a.m for the following purposes:

1. To receive and adopt the audited financial statements and the reports of the directors
and auditors of the Company for the year ended 31st December, 2004;

2. To declare a final dividend for the year ended 31st December 2004, to be paid out of
the share premium account of the Company, if necessary;

3. To re-elect directors and to authorise the board of directors to fix their remuneration;

4. To re-appoint auditors and to authorise the board of directors to fix their
remuneration;

5. By way of special business, to consider, and if thought fit, to pass each of the
following resolutions, with or without modification, as ordinary resolutions:

ORDINARY RESOLUTIONS
A. “THAT:

(a) subject to paragraph (c) of this Resolution and the requirements of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited, the exercise by the directors of the Company (“Directors”)
during the Relevant Period (as hereinafter defined) of all the powers of the
Company to allot, issue and deal with additional shares of the Company
(“Shares™) or securities convertible into Shares, or options, warrants or
similar rights to subscribe for any Shares, and to make or grant offers,
agreements and options which might require the exercise of such power be
and is hereby generally and unconditionally approved;

(b) the approval given in paragraph (a) of this Resolution shall be in addition
to any other authorisations given to the Directors and shall authorise the
Directors during the Relevant Period to make or grant offers, agreements
and options which might require the exercise of such power after the end
of the Relevant Period;

—11-
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(©)

(d)

the aggregate nominal amount of share capital allotted or agreed
conditionally or unconditionally to be allotted (whether pursuant to an
option or otherwise) by the Directors pursuant to the approval given in
paragraph (a) of this Resolution, otherwise than pursuant to:

(i) aRights Issue (as hereinafter defined);

(1i) the exercise of rights of subscription or conversion under the terms of
any warrants issued by the Company or any securities which are
convertible into Shares;

(ii1) the exercise of any option scheme or similar arrangement for the time
being adopted for the grant or issue to the officers and/or employees
of the Company and/or any of its subsidiaries of Shares or rights to
acquire Shares; or

(iv) any scrip dividend or similar arrangement providing for the allotment
of Shares in lieu of the whole or part of a dividend on Shares in
accordance with the articles of association of the Company;

shall not exceed 20 per cent. of the aggregate nominal amount of the share
capital of the Company in issue at the date of passing this Resolution and
the said approval shall be limited accordingly; and

for the purpose of this Resolution:

‘Relevant Period’ means the period from the passing of this Resolution
until whichever is the earlier of:

(i) the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within which the next annual general
meeting of the Company is required by law or the articles of
association of the Company to be held; and

(iii) the revocation or variation of the authority given under this Resolution
by an ordinary resolution of the shareholders of the Company in
general meeting; and '

‘Rights Issue’ means the allotment, issue or grant of Shares pursuant to an
offer of Shares open for a period fixed by the Directors to holders of
Shares or any class thereof on the register of members of the Company on
a fixed record date in proportion to their then holdings of such Shares or
class thereof (subject to such exclusion or other arrangements as the
Directors may deem necessary or expedient in relation to fractional
entitlements or having regard to any restrictions or obligations under the
laws of, or the requirements of any recognised regulatory body or stock
exchange in any territory outside Hong Kong)”

~12-




NOTICE OF ANNUAL GENERAL MEETING

B.

“THAT:

(a)

(b)

(©)

(d

subject to paragraph (b) of this Resolution, the exercise by the directors of
the Company (“Directors”) during the Relevant Period (as hereinafter
defined) of all the powers of the Company to repurchase its own securities
on The Stock Exchange of Hong Kong Limited (“Stock Exchange”) or on
any other stock exchange on which the securities of the Company may be
listed and recognised for this purpose by the Securities and Futures
Commission of Hong Kong and the Stock Exchange under the Hong Kong
Code on Share Repurchases and, subject to and in accordance with all
applicable laws and regulations, be and is hereby generally and
unconditionally approved;

the aggregate nominal amount of the securities which may be repurchased
by the Company pursuant to paragraph (a) of this Resolution during the
Relevant Period shall not exceed 10 per cent. of the aggregate nominal
amount of the relevant class of securities of the Company in issue at the
date of the passing of this Resolution and the approval granted under
paragraph (a) of this Resolution shall be limited accordingly; and

subject to the passing of each of the paragraphs (a) and (b) of this
Resolution, any prior approvals of the kind referred to in paragraphs (a)
and (b) of this Resolution which had been granted to the Directors and
which are still in effect be and are hereby revoked; and

for the purpose of this Resolution:

‘Relevant Period’ means the period from the passing of this Resolution
until whichever is the earlier of:

(i) the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general
meeting of the Company is required by the articles of association of
the Company or any applicable laws to be held; and

(ii1) the revocation or variation of the authority given under this Resolution
by an ordinary resolution of the shareholders of the Company in
general meeting.”

“THAT conditional upon the passing of Resolutions SA and 5B as set out in the
notice convening the Meeting, the general mandate granted to the directors of

the

Company (“Directors”) to exercise the powers of the Company to allot, issue

or otherwise deal with shares of the Company (“Shares”) pursuant to Resolution
numbered 5A above be and is hereby extended by the addition thereto an

am

ount representing the aggregate nominal amount of the share capital of the

Company repurchased by the Company under the authority granted pursuant to
Resolution numbered 5B above, provided that such amount shall not exceed 10
per cent. of the aggregate nominal amount of the share capital of the Company
in issue at the date of the passing of this Resolution.”

13-
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6. By way of special business, to consider, and if thought fit, to pass the following
resolution, with or without modification, as a special resolution:

SPECIAL RESOLUTION
“THAT the Articles of Association of the Company be amended by:
(a) substituting the existing Article 86(3) with the following new Article 86(3):

“86(3)  The Directors shall have the power from time to time and at any time
to appoint any person as a Director either to fill a casual vacancy on
the Board or as an addition to the existing Board but so that the
number of Directors so appointed shall not exceed any maximum
number determined from time to time by the Members in general
meeting. Any Director so appointed shall hold office only until the
next following general meeting of the Company (in the case of filling
a casual vacancy) or until the next following annual general meeting
of the Company (in the case of an addition to the Board), and shall
then be eligible for re-election at that meeting.”; and

(b) substituting the existing Article 87(1) with the following new Article 87(1):

“87(1)  Notwithstanding any other provisions in the Articles, at each annual
general meeting one-third of the Directors for the time being (or, if
their number is not a multiple of three (3), the number nearest to but

ERRE]

not less than one-third) shall retire from office by rotation.”.

By order of the Board of
Chitaly Holdings Limited
Tse Kam Pang
Chairman

Hong Kong, 8th April 2005
Notes:

1.  The register of members of the Company will be closed from 4th May 2005 to 6th May
2005, both days inclusive, during which period no transfer of shares will be registered. In
order to qualify for the final dividend, members are reminded to ensure that all transfers
of shares accompanied by the relevant share certificates and transfer forms must be
lodged with the Company’s Branch Registrars and Registration Office in Hong Kong,
Tengis Limited, at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester
Road, Wanchai, Hong Kong, for registration no later than 4:00 p.m. on 3rd May 2005.

2. A member entitled to attend and vote at the meeting may appoint one or more proxies to

attend, and in the event of a poll, vote in his/her stead. A proxy need not be a member of
the Company.
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Where there are joint registered holders of any Share, any one such persons may vote at
the meeting, either personally or by proxy, in respect of such Share as if he/she were
solely entitled thereto; but if more than one of such joint holders are present at the
meeting personally or by proxy, that one of the said persons so present whose name stands
first on the register of members of the Company in respect of such Share shall alone be
entitled to vote in respect thereof.

In order to be valid, the form of proxy duly completed and signed in accordance with the
instructions printed thereon together with the power of attorney or other authority, if any,
under which it is signed or a notarially certified copy thereof must be delivered to the
office of the Company’s Branch Registrars and Registration Office in Hong Kong, Tengis
Limited, at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road,
Wanchai, Hong Kong not less than 48 hours before the time appointed for holding the
meeting or any adjournment thereof. The completion and delivery of the form of proxy
will not preclude you from attending and voting at the meeting if you so wish.

Concerning Resolution SA above, the directors wish to state that in respect of this general
mandate, they have no immediate plans to issue any new securities of the Company.
Approval is being sought from members as a general mandate in compliance with the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited
in order to allow flexibility and discretion to the directors in the event that it becomes
desirable to issue any securities of the Company up to 20 per cent. of the existing issued
share capital.

The general purpose of the authority to be conferred on the directors by Resolution 5B
above is to increase flexibility and to provide discretion to the directors in the event that it
becomes desirable to repurchase securities representing up to a maximum of 10 per cent.
of the relevant class of securities of the Company in issue at the date of passing the
resolution.
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CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
(the “Company”™)
(Stock Code: 1198)

Form of Proxy for use at the Annual General Meeting (or any adjournment thereof)

of
being the registered holders(s) of shares™ 2 of HK$0.10 each
in the share capital of the Company (the “Shares”) HEREBY APPOINT Ve 3
of
or

failing him, the chairman of the meeting as my/our proxy/proxies to attend and, in the event of a poll, vote for
me/us at the Annual General Meeting (or at any adjournment thereof) of the Company to be held at The
Kowloon Shangri-la, 64 Mody Road, Tsimshatsui, Kowloon, Hong Kong on Wednesday, 11th May 2005 at
10:00 a.m. as indicated below o4,

RESOLUTIONS FOR ™Mo 9 AGAINST ®ore

1. To receive and adopt the audited financial statements and the
reports of the directors and auditors of the Company for the year
ended 31st December 2004

2. To declare a final dividend for the year ended 31st December
2004, to be paid out of the share premium account of the
Company, if necessary

3A. To re-elect Mr. Ma Gary Ming Fai as a director

3B. To re-elect Mr. Tsao Kwang Yung, Peter as a director

3C. To authorise the board of directors to fix their remuneration

4. To re-appoint auditors and to authorise the board of directors to
fix their remuneration

SA. To pass the ordinary resolution No. 5A as set out in the Notice of
Annual General Meeting

5B. To pass the ordinary resolution No. 5B as set out in the Notice of
Annual General Meeting

5C. To pass the ordinary resolution No. 5C as set out in the Notice of
Annual General Meeting

6. To pass the special resolution No. 6 as set out in the Notice of
Annual General Meeting

Date this day of 2005. Signed Mot
Notes:

Full name(s) and address{es) to be inserted in BLOCK CAPITALS.

Please insert the number of Shares registered in your name(s). If no number is inserted, this form of proxy will be deemed to relate
to all the Shares registered in your name(s).

Please insert the name and address of the proxy desired. IF NO NAME IS INSERTED. THE CHAIRMAN OF THE MEETING WILL
ACT AS YOUR PROXY. The proxy need not be a member of the Company but must attend the meeting in person to represent you.
ANY ALTERATION MADE TO THIS FORM OF PROXY MUST BE INITIALLED BY THE PERSON WHO SIGNS IT.

IMPORTANT: IF YOU WISH TO VOTE FOR ANY RESOLUTION, PUT A TICK IN THE APPROPRIATE BOX MARKED “FOR”.
IF YOU WISH TO VOTE AGAINST ANY RESOLUTION, PUT A TICK IN THE APPROPRIATE BOX MARKED “AGAINST”,
Failure to do so will entitle your proxy to cast his votes at his discretion. Your proxy will also be entitled to vote at his discretion on
any amendment to the resolutions referred to in the notice convening the meeting and on any resolutions which have been properly
put to the meeting other than those referred to in.the notice convening the meeting.

This form of proxy must be signed by you or your attorney duly authorised in writing or, in the case of a corporation, must be signed
under the hand of an officer duly authorised on that behalf together with a company chop.

In the case of joint holders, the vote of the senior who tenders a vote, whether in person or by proxy, will be accepted to the
exclusion of the votes of the other joint holder(s), and for this purpose, seniority will be determined by the order in which the names
stand in the register of members.

To be valid, this form of proxy, together with any power of attorney of other authority (if any under which is signed, or a notarially
certified copy or such power of authority must be deposited at the principal office of the Company at Tengis Limited at Ground
Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong not less than 48 hours before the time
appointed for the holding of the meeting or the adjourned meeting (as the case may be).

Completion.and delivery of the form of proxy will not preclude you from attending and voting at the meeting if you so wish.




CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
{Stock Code: 1198)

CHANGE OF PRINCIPAL PLACE OF
BUSINESS IN HONG KONG

The board of directors (“Board™} of Chitaly Holdings
Limited (“Company”) announces that the Company’s
principal place of business in Hong Kong has been
changed to Room 204, 2/F Wing On Plaza, 62 Mody
Road, Tsim Sha Tsui East, Kowloon, Hong Kong with
effect from 1 March 2005,

By Order of the Board
Chan Wing Kit
Company Secretary

Hong Kong, 13 April 2005

As at the date of this announcement, the Board comprise four
executive directors, being Mr. TSE Kam Pang (Chairman), Mr.
LAM Toi, Ms. LAM Ning, Jeanna and Mr. MA Gary Ming Fai,
and three independent non-executive directors, being Mr.
DONALD H.Straszheim, Mr. TSAQ Kwang Yang, Peter, and Mr.
YAU Chung Hong.

Please also refer to the published version of this
announcement in The Standard.
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CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
S0y~ A Stock Code: 1198
Qf A —IEQ (Stock Code )

ANNUAL RESULTS
For the year ended 31st December 2004

RESULTS

The Board of Directors of Chitaly Holdings Limited (the “Company”} is pleased to announce the audited
consolidated results of the Company and its subsidiaries (the “Group”) for the year ended 31st December 2004
together with the comparative figures for the year ended 31st December 2003 as follows:

2004 2003
Notes HKS$’000 HKS$'000
Turnover 3 403,766 300,719
Cost of sales (253,055) (193,110)
Gross profit 150,711 107,609
Other revenue 3 34,708 20,527
Selling and distribution costs (16,948) (14,560)
Administrative expenses (31,956) (24,024)
Other operating expenses (4,658) (554)
Profit from operating activities 4 131,857 88,998
Finance costs - -
Profit before tax 131,857 88,998
Tax 5 (23,855) (11,754)
Net profit from ordinary activities attributable
to shareholders 108,002 77,244
Dividends 6 :
Interim 29,240 14,238
Proposed Final 34,113 27,908
63,353 42,146
Earnings per share
Basic 7 45.06 cents 32.95 cents
Diluted 7 44.0S cents 32.14 cents

1. IMPACT OF RECENTLY ISSUED BONG KONG FINANCIAL REPORTING STANDARDS (“HKFRSs")

The Hong Kong Institute of Certified Public Accountants (the “HKICPA") has issued a number of new and revised Hong Kong Financial
Reporting Standards and Hong Kang Accounting Standards, herein collectively referred to as the new HKFRSs, which are generally
effective for accounting periods beginning on or after 1st January 2005. The Group has not early adopted these new HKFRSs in the
financial statements for the year ended 31st December 2004,
The Group has already commenced an assessment of the impact of these new HKFRSs but is not yet in a position to state whether these
new HKFRSs would have a significant impact on its results of operations and financial position.

2. BASIS OF PREPARATION AND CONSOLIDATION
Basis of preparation
These financial statements have been prepared in accordance with Hong Kong Financial Reporting Standards (which also include
Statements of Standard Accounting Practice (“SSAPs”) and Interpretations) issued by the HKICPA, accounting principles generally
accepted in Hong Kong and the disclosure requirements of the Hong Kong Companies Ordinance. They have been prepared under the
historical cost convention, except for the periodic remeasurement of equity investments,




acquisition or disposal, respectively. All signif;canl intercc;mpany transactions and balances within the Group are eliminated on
consolidation.

TURNOVER, OTHER REVENUE AND SEGMENT INFORMATION

Turnover represents the net invoiced value of goods sold during the year, after allowances for returns and trade discounts, and after
climinations of all significant intra-Group transactions.

An analysis of the Group’s turnover and other revenue is as follows:

2004 2003

HKS$’000 HK$°000

Turnover 403,766 300,719
Bank interest income 222 2,114
Service Income 32,783 12,600
Gain on disposal of short term inv 259 4,071
Dividend income from short term investments 251 770
Others 1,193 972
Other revenue 34,708 20,527
Revenue 438474 321,246

Segment information is required by SSAP 26 “Segment reporting™ to be presented by way of two segment formats: (i) on a primary
segment reporting basis, which the Group has determined to be by business segment; and (ii) on a secondary segment reporting basis,
which the Group has determined to be by geographical segment.

Qver 92% of the Group's revenue is derived from sale of home furniture. Accordingly, no further business segment information is provided.
In determining the Group's geographical segments, revenues are attributed to the segments based on the location of the customers, and

assets are atiributed to the segments based on the location of the assets. An analysis of the Group's turnover by location of customers is as
follows:

2004 2003
Segment Revenue HK$'000 HK$'000
Sales to the PRC 399,543 296,415
Sales to elsewhere in Asia 3,890 3,995
Sales to Australia 88 200
Sales to South Africa 245 -
Sales to North America - 109
403,766 300719

PROFIT FROM OPERATING ACTIVITIES
2004 2003
HK$’000 HK$°000
Costs of goods sold 253,055 193,110
Provision for doubtful debts - 317
Depreciation of owned assets 14,570 5,899
Amortisation of licence rights of trademarks 282 424
Loss on disposal of fixed assets 722 70
Research and development costs 652 1,044
Operating lease rentals on buildings 3,818 1,590
Auditors’ remuncration 1,680 1,100

Staff costs (excluding directors' remuneration)

Wages and salaries 43,089 28,619

Pensions contributions 801 535

Less: Forfeited contributions - -
Net pension contribution 801 535

43,890 29,154
Goodwill:

Impairment arising during the year* 4,657 -
Exchange (gains)/losses, net 115 (402)
Interest Income (222) @,114)
Service [ncome (32,783) (12,600)
Gain on disposal of short term investments (259) {4,071)
Dividend income from short term investments a5 a0
* The impairment of goodwill for the year is included in “Other operating expenses” on the face of the consolidated profit and loss

account.

The Group's profit from operating activities mainly represents sale of home furniture in the PRC.




HKY600 HK3 000

Group:
Hong Kong profits tax - 41
Macao profits tax 8,518 7,658
PRC corporate income tax 15,337 4,055
Total tax charge for the year — 7 e L1734

Hong Kong profits tax has not been provided for at the rate of 17.5% (2003: 17.5%) as the Group did not generate any assessable profits in
Hong Kong during the year. Taxcs on profits assessable ¢lsewhere have been calculated at the rates of tax prevailing in the countries in
which the Group operates, based on existing legistation, interpretations and practices in respect thereof.

Macao profits tax has been calculated at the statutory tax rate of 15.75% on the estimated assessable profits for the year.

PRC corporate income tax has been calculated at the statutory tax rate of 24% and 33% on the estimated assessable profits of certain
subsidiaries arising from their operations in the PRC, respectively.

6. DIVIDENDS

Group
2004 2003
HK$°000 HK$'000
{nterim dividend ~ HK12.0 cents (2003: HK6.0 cents) per ordinary share 29,249 14,238
Proposed final dividend - HK14.0 cents (2003: HK12.0 cents) per ordinary share 34,113 27,908
63353 42,146

At 8 board meeting held on 8th April 2005 the directors declared a final dividend of HK14.0 cents per ordinary share, subject to the
approval of the shareholders at the forthcoming Annual General Meeting (“AGM”). This proposed dividend was not reflected as a dividend
payable in these accounts, but will be reflected as an appropriation of retained earnings for the year ending 315t December 2005.

7. EARNINGS PER SHARE

The calculation of basic earnings per share is based on the net profit from ordinary activities attributable to shareholders for the year of
HK$108,002,000 (2003: HK$77,244,000) and the weighted average of 239,693,000 (2003: 234,458,000} ordinary shares in issue during
the year.

The weighted average number of ordinary shares of the Company used to calculate the basic earnings per share for the year ended 31st
December 2004 included 232,566,000 ordinary shares brought forward at the beginning of that year, 11,100,000 ordinary shares issued in
2004.

The calculation of diluted earnings per share is based on the net profit from ordinary activities attributable to shareholders for the year of
HK$108,002,000 (2003: HK$77,244,000). The weighted average number of ordinary shares used in the calculation is the 239,693,000
(2003: 234,458,000) ordinary shares in issuc during the year, as used in the basic earnings per share calculation; and the weighted average
of 5,485,246 (2003: 5,858,904) ordinary sharcs assumed to have been issued at no consideration on the deemed exercise of ali share options
with dilutive effect during the year.

MANAGEMENT DISSCUSION AND ANALYSIS
Operations Review
Network Extension

During the year, Chitaly continued to expand its presence in China. Leveraging the Group’s extensive distribution
network comprising over 810 outlets in 29 provinces and municipalities in China selling products of its famed
“Royal”, “Knight” and “Simplified” brand products, and effective marketing and brand building campaigns, Chitaly
further strengthened its foothold and reputation in the medium to high-end home furniture markets in China. The
number of specialty outlets increased by more than one-third over that of last year. As the Group has already
established strong presence in major cities in China, most of the new stores are strategically located in 2nd-tier cities.
The diversified network provides a solid platform for the Group to market its wide range of medium to high-end
modern-style home furniture to the more affluent Chinese population.

Exquisite Design Capability
The Group marketed six series of home furniture, namely “Light Walnut”, “Ebony”, “Black Walnut”, “Glossy”,
“Light Oak” and “Simplified” under the award-winning brand names, “Royal”, “Knight” and “Simplified”.

Leveraging the Group’s contemporary product design and development team with over 50 professionals, two new
product series - “Light Oak” and “Simplified” were launched during the year 2004.

The modern designs and superior quality of the Group’s products had won for it a number of prestigious acclaims
including the “Gold Award of the bedroom series” in the 12th International Famous Furniture Fair (Dongguan), *“Top
Brand in Customer Satisfaction in the PRC Market” presented by People’s Daily and the “Top Ten Renowned
Furniture Brands” named by the China Association for Quality Supervision and Management in China. These awards
demonstrated the Group’s continuous efforts in developing products of the best designs and quality as well as its
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the “Simplified” brand.
Distinguished Brand Building Strategies

On top of establishing a comprehensive distribution network in China and maintaining excellent design and product
quality, the Group also injected resources into building its brands. Chitaly appointed celebrity Ms Rosmund Kwan as
the Group’s spokesperson in 2003. The Group’s furniture brands are promoted via the printed media, and on
billboards and television featuring Ms. Kwan. In addition, Chitaly has actively participated in various international
furniture exhibitions in China, including the 12th International Famous Furniture Fair (Dongguan), which were well-
known international show for the furniture industry in China. These exhibitions can serve as an efficient platform for
the Group to promote its brands to potential franchisees and customers. These marketing campaigns helped the Group
to extend its brand recognition and market presence, and also strengthened its leading position in the medium to high-
end home furniture market in China,

Investment in Production Facility

In view of the escalating demand for quality home furniture in China, the Group expanded its production facility,
adding to it a new factory in Dongguan in mid 2004. Including the praduction plant in Guangzhou, the Group’s
production facilities had a total production floor area of 110,000 sq.m. and a maximum monthly production capacity
of 14,000 sets of furniture. Furthermore, the Group further invested in expanding its logistics capabilities by adding a
new three-storey facility, a new storage and a distribution terminal adjacent to its Guangzhou factory and in Tianjin.
The investment in new facility has further cemented the Group’s foundation for future growth in the quality home
furniture industry.

Other Revenue

During the year, the Group’s other revenues represented service fee resulted from the introduction of customers (the
Group’s franchisees) to the manufacturers of non-wooden furniture, including sofa, mattress, table, cushion, lamps
and other decorations of the wooden furniture. By providing such services, the Group can highlight its position as a
close business partner of its franchisees thereby fortify the relationship with them, and also ensure all the specialty
outlets share the same uniform image. The services were well evidenced by the additional income, amounted to
HK$33 million.

PROSPECTS

Looking ahead, the favourable market condition in the China home furniture market will remain as the Group’s major
growth driver. Chitaly will continue to strengthen its presence in the country, which will enable it to grasp arising
business opportunities. The Group targets at having a total of 1,000 specialty outlets in China by the end of 2005.

To further boost the market penetration of its three prestigious brands, the Group will inject resources into marketing
campaigns to publicise them to potential customers. Chitaly is also pleased to announce that Ms. Kwan has signed
another three-year endorsement contract with the Group. The Group is confident of expanding its brand names into
new potential markets.

As for core business development, to strengthen Chitaly’s brand and corporate image, the Group has started retrieving
its franchise rights and forging partnership with existing franchisees in certain major cities in China such as Shanghai
and Shenzhen. The Group intended to build flagship stores to enhance its overall brand image, and the sophisticated
style of the stores can serve as an important reference for franchisees in neighbouring cities. Being able to secure
maximum brand exposure in major Chinese cities will also help the Group attract additional business from overseas.

Apart from the development in the Group's core market, Chitaly is delighted to announce that it has introduced its
effective franchise system to Indonesia, Philippines and United Arab Emirates, and it has also signed a licensing
agreement with a distributor in Spain. The Group believes that those new markets will serve as another growth driver
for the Group’s future development.

In the pursuit of a sustainable gross profit margin, we will continue to look for additional product lines to expand the
scope of our core products. In addition to panel furniture, new product lines we plan to develop include fabrics, sofas,
floor and wall coverings, accessories and others, to name but a few. However, we do not intend to start from scratch
the development of new product lines. We may consider pursuing such development in collaboration with other
companies or partners when the right opportunities arise. Also, the Group may consider acquiring other companies to
tap these new product markets.

The above developments presented many growth opportunities for Chitaly. Leveraging the Group’s market driven
products, superior design capabilities, high brand reputation, quality and efficient products and an extensive
distribution network, the Group is poised for future success.




date, the proceeds, alter netiing of related €Xpenses pald and payable, Were approximatcly Nikopo2 milion. As at 518t
December 2004, HK$10 million, HK$12 million and HK$5 million was used for the construction of new factories,
for the purchase of machinery and equipment and for marketing and prometional activities, respectively. The
remaining proceeds are deposited in financial institutions and licensed banks in Hong Kong.

LIQUIDITY AND FINANCIAL RESOURCES

The Group maintained a strong financial position, with cash and bank balances of HK$85.8 million as at 31st
December 2004 (2003: HK$77.4 million). Other than the proceeds from the initial public offering, the Group is
principally financed by net cash inflow from operating activities. The Group believes that funds generated from its
internal operations are adequate to meet the future requirements of operating its business.

As at 31st December 2004, except for an interest-bearing bank loan amounting to HK$13 million, the Group had no
other bank borrowings and contingent liabilities. As at the same date, the gearing ratio was 0.84 (2003: 0.68).

As at 31st December 2004, approximately 55% of the Group’s cash was dominated in Hong Kong Dollars, 45% of
the Group’s cash was dominated in Renminbi. The exposure to exchange fluctuation was minimal.

The liquidity of the Group as evidenced by the current ratio (current assets/current liabilities) was 1.39 times, which
improved from the 1.35 times applicable at the end of 2003. As at 31st December 2004, the net current assets was
HK$68,724,000 (2003: 37,070,000).

EMPLOYMENT AND REMUNERATION POLICY

The total number of employees of the Group as at 31st December 2004 was 2,700 (2003: 1,000). The Group’s
remuneration policies are in line with local market practices where the Group operates and are normally reviewed on
an annual basis. In addition to safary payments, there are other staff benefits including provident fund, medical
insurance and performance related bonus. Share options may also be granted to eligible employees and persons of the
Group. At 31st December 2004, there were outstanding share options of approximately 6.9 million.

DIVIDENDS

The Board of Directors recommends a payment of a final dividend of HK14.0 cents per share for the year ended 31st
December 2004. Together with the interim dividend of HK12.0 cents per share, the total dividend for the year ended
31st December 2004 is HK26.0 cents per share. Subject to the approval of the shareholders at the forthcoming AGM,
the final dividend will be distributed on or about 12th May 2005 to shareholders whose names appear on the Register
of Members of the Company as at the close of business on 6th May 2005.

CLOSURE OF THE REGISTER OF MEMBERS

The Register of Members of the Company will be closed from 4th May 2005 to 6th May 2005, both days inclusive,
during which period no transfer of shares will be registered. In order to qualify for the final dividend, all transfers of
shares accompanied by the relevant share certificates and transfer forms must be lodged with the Company’s Branch
Registrars and Registration Office in Hong Kong, Tengis Limited, G/F., Bank of East Asia Harbour View Centre, 56
Gloucester Road, Wanchai, Hong Kong on 3rd May 2005.

COMPLIANCE WITH THE CODE OF BEST PRACTICE

In the opinion of the Board, the Group has complied with the Code of Best Practice (the “Code”) as set out in the
previous Appendix 14 to the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited
(the “Stock Exchange™) (the “Listing Rules™) throughout the accounting period covered by the annual report of the
Company, except that the independent non-executive directors of the Group are not appointed for specific term as
required by paragraph 7 of the Code, but are subject to retirement by rotation and re-election at the AGM in
accordance with the articles of association of the Company.

PROPOSED AMENDMENTS TO THE COMPANY’S ARTICLES OF ASSOCIATION

The recent changes to the Listing Rules on the Stock Exchange relating to corporate governance practices require
that, among other things, all directors of listed companies should be subject to re-election at regular intervals. The
Board of the Company proposes to put forward a special resolution to the shareholders for approval at the coming
AGM to amend the existing Company’s Articles of Association in order to ensure compliance with the code
provisions of the new Code on Corporate Governance Practices. Particulars of the proposed amendments together
with the notice of the AGM will be set out in a circular to be sent to shareholders together with the Annual Report.

PURCHASE, SALE OR REDEMPTION OF LISTED SECURITIES

Neither the Company, nor any of its subsidiaries purchased, redeemed or sold any of the Company’s listed securities
during the year.




of the Listing Rules will be published on the Stock Exchange of the Hong Kong Limited’s website in due course.

As at the date of this announcement, Mr. Tse Kam Pang, Mr. Lam Toi, Ms. Lam Ning, Joanna and Mr. Ma Ming
Fai, Gary are the executive directors of the Company and Mr. Tsao Kwang Yung, Peter, Dr. Donald H. Straszheim
and Mr. Yau Chung Hong are the independent non-executive directors of the Company.

By Order of the Board
Tse Kam Pang
Chairman

Hong Kong, 8th April 2005

NOTICE OF ANNUAL GENERAL MEETING

NOTICE 1S HEREBY GIVEN that the Annual General Meeting of Chitaly Holdings Limited (“Company”) will be held at The
Kowloon Shangri-La, 64 Mody Road, Tsimshatsui, Kowloon, Hong Kong on Wednesday, 11th May 2005 at 10:00 a.m. for the
following purposes:
1. Toreceive and adopt the audited financial statements and the reports of the directors and auditors of the Company for the
year ended 3 1st December 2004,
2. To declare a final dividend for the year ended 31st December 2004, to be paid out of the share premium account of the
Company, if necessary;
3. To re-elect directors and to authorise the board of directors to fix their remuneration;
4. To re-appoint auditors and to authorise the board of directors to fix their remuneration;
5. By way of special business, to consider, and if thought fit, to pass each of the following resolutions, with or without
modification, as ordinary resolutions:
ORDINARY RESOLUTIONS
A. “THAT:

(a) subject to paragraph (¢) of this Resolution and the requirements of the Rules Governing the Listing of Securities
on The Stock Exchange of Hong Kong Limited, the exercise by the directors of the Company (“Directors™)
during the Relevant Period (as hereinafter defined) of all the powers of the Company to ailot, issue and deal with
additional shares of the Company (‘‘Shares™) or securities convertible into Shares, or options, warrants or similar
rights to subscribe for any Shares, and to make or grant offers, agreements and options which might require the
exercise of such power be and is hereby generally and unconditionally approved;

(b) the approval given in paragraph (a} of this Resolution shall be in addition to any other authorisations given to the
Directors and shall authorise the Directors during the Relevant Period to make or grant offers, agreements and
options which might require the exercise of such power after the end of the Relevant Period;

(c) the aggregate nominal amount of share capital allotted or agreed conditionally or unconditionally to be allotted
{whether pursuant to an option or otherwise) by the Directors pursuant to the approval given in paragraph (a) of
this Resolution, otherwise than pursuant to:

(i) a Rights Issue (as hereinafter defined);

(ii) the exercise of rights of subscription or conversion under the terms of any warrants issued by the Company
or any securities which are convertible into Shares;

(iii) the exercise of any option scheme or similar arrangement for the time being adopted for the grant or issue to
the officers and/or employees of the Company and/or any of its subsidiaries of Shares or rights to acquire
Shares; or

(iv) any scrip dividend or similar arrangement providing for the allotment of Shares in licu of the whole or part
of a dividend on Shares in accordance with the articles of association of the Company;

shall not exceed 20 per cent. of the aggregate nominal amount of the share capital of the Company in issue at the
date of passing this Resolution and the said approval shall be limited accordingly; and

(d) for the purpose of this Resolution:
‘Relevant Period’ means the period from the passing of this Resolution until whichever is the earlier of:
(i) the conclusion of the next annual general meeting of the Company;

(ii) the expiration of the period within which the next annual general meeting of the Company is required by
law or the articles of association of the Company to be held; and
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by the Directors to holders of Shares or any class thereof on the register of members of the Company on a fixed
record date in proportion to their then holdings of such Shares or class thereof (subject to such exclusion or other
arrangements as the Directors may decm necessary or expedient in relation to fractional entitlements or having
regard to any restrictions or obligations under the laws of, or the requirements of any recognised regulatory body
or stock exchange in any territory outside Hong Kong)”

B. “THAT:

(a) subjcct to paragraph (b) of this Resolution, the exercise by the directors of the Company (“Directors™) during the
Relevant Period (as hereinafter defined) of al! the powers of the Company to repurchase its own securities on The
Stock Exchange of Hong Kong Limited (“Stock Exchange™) or on any other stock exchange on which the
securities of the Company may be listed and recognised for this purpose by the Securities and Futures
Commission of Hong Kong and the Stock Exchange under the Hong Kong Code on Share Repurchases and,
subject to and in accordance with all applicable laws and regulations, be and is hereby generally and
unconditionally approved;

(b) the aggregate nominal amount of the securities which may be repurchased by the Company pursuant to paragraph
(a) of this Resolution during the Relevant Period shall not exceed 10 per cent. of the aggregate nominal amount
of the relevant class of securities of the Company in issue at the date of the passing of this Resolution and the
approval granted under paragraph (a) of this Resolution shall be limited accordingly; and

() subject to the passing of each of the paragraphs (a) and (b) of this Resolution, any prior approvals of the kind
referred to in paragraphs (a) and (b} of this Resolution which had been granted to the Directors and which are
still in effect be and are hereby revoked; and

(d) for the purpose of this Resolution:
‘Relevant Period” means the period from the passing of this Resolution until whichever is the carlier of:
(i) the conclusion of the next annual general meeting of the Company;

(i} the expiration of the period within which the next annual general meeting of the Company is required by the
articles of association of the Company or any applicable laws to be held; and

(iii} the revocation or variation of the authority given under this Resolution by an ordinary resolution of the
sharcholders of the Company in general meeting.”

C. “THAT conditional upon the passing of Resolutions SA and $B as set out in the notice convening the Meeting, the
general mandate granted to the directors of the Company (“Directors”) to exercise the powers of the Company to allot,
issue or otherwise deal with shares of the Company (*‘Shares”) pursuant to Resolution numbered 5A above be and is
hereby extended by the addition thereto an amount representing the aggregate nominal amount of the share capital of
the Company repurchased by the Company under the authority granted pursuant to Resolution numbered 5B above,
provided that such amount sha!l not exceed 10 per cent. of the aggregate nominal amount of the share capital of the
Company in issue at the date of the passing of this Resolution.”

6. By way of special business, to consider, and if thought fit, to pass the following resolution, with or without medification, as
a special resolution:
SPECIAL RESOLUTION
“THAT the Articles of Association of the Company be amended by:
(a) substituting the existing Article 86(3) with the following new Article 86(3):
“86(3)  The Directors shall have the power from time to time and at any time to appoint any person as a Director
either to fill a casual vacancy on the Board or as an addition to the existing Board but so that the number of
Directors so appointed shall not exceed any maximum number determined from time to time by the
Members in general meeting, Any Director so appointed shall hold office only until the next following
general meeting of the Company (in the case of filling a casual vacancy) or until the next following annual

general meeting of the Company (in the case of an addition to the Board), and shall then be eligible for re-
clection at that meeting.”; and
(b) substituting the existing Article 87(1) with the following new Article 87(1):

“87(1)  Notwithstanding any other provisions in the Articles, at each annual general meeting one-third of the
Directors for the time being (or, if their number is not a multiple of three (3), the number nearest to but not
less than one-third) shall retire from office by rotation.””

By order of the Board of
Chitaly Holdings Limited
Tse Kam Pang
Chairman

Hong Kong, 8th April 2005
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transfers of shares accompanied by the relevant share certificates and transfer forms must be lodged with the Company’s Branch
Registrars and Registration Office in Hong Kong, Tengis Limited, at Ground Floor, Bank of East Asia Harbour View Centre, 56
Gloucester Road, Wanchai, Hong Kong, for registration no later than 4:00 p.m. on 3rd May 2004.

A member entitled to attend and vote at the meeting may appoint one or more proxies to attend, and in the event of a poll, vote in
his/her stead. A proxy need not be a member of the Company.

Where there are joint registered holders of any Share, any one such persons may vote at the meeting, either personally or by proxy,
in respect of such Share as if he/she were solely entitled thereto; but if more than one of such joint holders are present at the meeting
personally or by proxy, that one of the said persons so present whose name stands first on the register of members of the Company
in respect of such Share shall alone be entitled to vote in respect thereof.

In order to be valid, the form of proxy duly completed and signed in accordance with the instructions printed thereon together with
the power of attorney or other authority, if any, under which it is signed or a notarially certified copy thereof must be delivered to the
office of the Company's Branch Registrars and Registration Office in Hong Kong, Tengis Limited, at Ground Floor, Bank of East
Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong not less than 48 hours before the time appointed for holding
the meeting or any adjournment thereof, The completion and delivery of the form of proxy will not preclude you from attending and
voting at the meeting if you so wish,

Concerning Resolution SA above, the directors wish to state that in respect of this general mandate, they have no immediate plans to
issue any new securities of the Company. Approval is being sought from members as a general mandate in compliance with the
Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited in order to allow flexibility and discretion
to the directors in the event that it becomes desirable to issue any securities of the Company up to 20 per cent. of the existing issued
share capital,

The general purpose of the authority to be conferred on the directors by Resolution SB above is to increase flexibility and to provide
discretion to the directors in the event that it becomes desirable to repurchase securities representing up to a maximum of 10 per
cent. of the relevant class of securities of the Company in issue at the date of passing the resolution.

Please also refer to the published version of this announcement in The Standard.
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CHITALY HOLD<01198> - Results Announcement

Chitaly Holdings Limited announced on 08/04/2005:
{(stock code: 01198 )

Year end date: 31/12/2004

Currency: HKD

Auditors' Report: Unqualified

(Audited )
Current

Period

from 01/01/2004
te 31/12/2004

Note ('000 )
Turnover : 403,766
Profit/(Loss) from Operations : 131,857
Finance cost : N/A
Share of Profit/(Loss) of
Associates : N/A
Share of Profit/(Loss) of
Jointly Controlled Entities : N/A
Profit/(Loss) after Tax & MI : 108,002
% Change over Last Period +39.8 %
EPS/ (LPS)~-Basic (in dollars) 0.4506
-Diluted (in dollars) 0.4405

Extraordinary (ETD) Gain/(Loss) : N/A

Profit/ (Loss) after ETD Items 108,002
Final Dividend 14.0 cents
per Share
(Specify if with other : N/A
options)
B/C Dates for
Final Dividend 04/05/2005
Payable Date 12/05/2005
B/C Dates for BAnnual
General Meeting 04/05/2005

Other Distribution for : N/A
Current Period

B/C Dates for Other
Distribution : N/A

Remarks:

1. CORPORATE INFORMATION

(Audited )
Last
Corresponding
Period

from 01/01/2003
to 31/12/2003
('000 )
300,719

88,998

N/A

N/A

N/A
77,244

0.3295
0.3214

N/A

77,244
12.0 cents

N/A

to 06/05/2005 bdi.

to 06/05/2005 bdi.

The registered office of the Company is located at Century Yard, Cricket

Square, Hutchins Drive, P.O. Box 2681 GT, Grand Cayman,
principal activity of the Company is investment holding.

Cayman Islands.The
There were no

significant changes in the nature of the subsidiaries' principal

activities during the year.

2. SEGMENT INFORMATION

http://www .hkex.com.hk/listedco/listconews/sehk/20050408/LTN20050408 108 HTM
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Segment information is required by SSAP 26 "Segment reporting” to be
presented by way of two segment formats: (i) on a primary segment
reporting basis, which the Group has determined to be by business segment;
and (ii) on a secondary segment reporting basis, which the Group has
determined to be by geographical segment. Sale of home furniture is the
only major business segment of the Group. Accordingly no further business
segment information is provided. 1In determining the Group's geographical
segments, revenues are attributed to the segments based on the location of
the customers, and assets are attributed to the segments based on the
location of the assets. An analysis of the Group's turnover by location
of customers is as follows:

2004 2003

Segment revenue , EKS$'000 HK$'000
Sales to the PRC 399,543 296,415
Sales to elsewhere in Asia 3,890 3,995
Sales to Australia 88 200
Sales to South Africa 245 -

Sales to North America - 109

Segment assets Capital expenditure
2004 2003 2004 2003
Other segment information HKS'000 HKS' 000 HKS$'000 HKS'000
The PRC 339, 962 178,276 27,904 64,837
Hong Kong 89,336 98,313 36,890 141
429,298 276,589 64,794 64,978

3. TURNOVER AND REVENUE
Turnover represents the net invoiced value of goods sold during the year,
after allowances for returns and trade discounts, and after eliminaticns

of all significant intra-Group transactions.

An analysis of the Group's turnover and revenue is as follows:

2004 2003

HK$'000 HK$'000
Turnover 403,766 300,719
Bank interest income 222 2,114
Service income 32,783 12,600
Gain on disposal of short term investments 259 4,071
Dividend income from short term investments 251 770
Others 1,193 972
Other revenue 34,708 20,527
Revenue 438,474 321,246

4. EARNINGS PER SHARE

The calculation of basic earnings per share is based on the net profit
from ordinary activities attributable to shareholders for the year of HKS
108,002,000 (2003: HKS$77,244,000) and the weighted average of 239,693,000
(2003: 234,458,000) ordinary shares in issue during the year. The
weighted average number of ordinary shares of the Company used to
calculate the basic earnings per share for the year ended 31st December

http://www hkex.com.hk/listedco/listconews/sehk/20050408/LTN20050408 108 HTM 18/4/2005



2004 included 232,566,000 ordinary shares brought forward at the beginning
of that year, 11,100,000 ordinary shares issued in 2004. The calculation
of diluted earnings per share is based on the net profit from ordinary
activities attributable to shareholders for the year of HKS$108,002,000 ¢
2003: HKS$77,244,000). The weighted average number of ordinary shares used
in the calculation is the 239,693,000 (2003: 234,458,000) ordinary shares
in issue during the year, as used in the basic earnings per share
calculation; and the weighted average of 5,485,246 (2003: 5,858,904)
ordinary shares assumed to have been issued at no ceonsideration on the
deemed exercise of all share options with dilutive effect during the year.

5. DIVIDENDS

Group
2004 2003
HK$'000 HK$'000
Interim dividend - HK12.0 cents
{(2003: HK6.0 cents) per ordinary share 29,240 14,238
Proposed final dividend - HK14.0 cents
{(2003: HK12.0 cents) per ordinary share 34,113 27,908
63,353 42,146

At a board meeting held on 8th April 2005 the directors declared a final
dividend of HK14.0 cents per ordinary share. This proposed dividend was
not reflected as a dividend payable in these accounts, but will be
reflected as an appropriation of retained earnings for the year ending
31lst December 2005.

6. TAX
Group
2004 2003
Group: HK$'000 HKS$'000
Tax charge for the year 23,855 11,754

Hong Kong profits tax has not been provided for at the rate of 17.5% (
2003: 17.5%) as the Group did not generate any assessable profits in Hong
Kong during the year. Taxes on profits assessable elsewhere have been
calculated at the rates of tax prevailing in the countries in which the
Group operates, based on existing legislation, interpretations and
practices in respect thereof. Macao income tax has been calculated at the
statutory tax rate of 15.75% on the estimated assessable profits for the
year. Provision for tax on the estimated assessable profits of certain
subsidiaries arising from their operations in the PRC has been calculated
at the rate of PRC.
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s
CHITALY HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
(Stock Code: 1198)

RE-DESIGNATION AND APPOINTMENT OF DIRECTOR

The board of directors (the “Board™) of Chitaly Holdings Limited (the “Company™) is pleased to
announce (i) the re-designation of Mr. Ma Gary Ming Fai, an independent non-executive director
of the Company, as an executive director of the Company and (ii) the appointment of Mr. Yau
Chung Hong as an independent non-executive director (“INED) of the Company both with effect
from 21st January 2005.

RE-DESIGNATION OF DIRECTOR

The Board announces that Mr. Ma Gary Ming Fai has been re-designated as an executive director of
the Company with effect from 21st January, 2005, Upon re-designation, Mr. Ma will not be a member
of the Audit Committee. Mr. Ma, Gary Ming Fai, aged 41, has become an executive director of the
Company. Mr. Ma will be responsible for the general administrative functions of the Company. Mr. Ma
is also a Vice Chairman of Xtcam Softwarc International Limited, a listed subsidiary of the Beijing
Municipal People’s Government. Mr. Ma was a Chartered Accountant by training. He has worked as a
managing director of an investment bank,

Mr. Ma has not entered into any service contract with the Company. His re-designation as an executive
director of the Company is not for a fixed term but is subject to retirement by rotation and re-election
in accordance with the articles of association of the Company. The director’s fee payable to Mr. Ma
will be fixed by the Board with reference to market conditions and his dutics and respensibilities with
the Company subject to shareholders’ approval at annual general meeting. Immediately prior to his
appointment, Mr. Ma has no interests in shares of the Company within the meaning of Part XV of the
Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). Apart from being an
cxecutive dircctor of the Company, Mr. Ma does not hold any position in any member of the Group
and docs not have any relationship with any other directors, senior management, substantial
sharcholders, or controlling sharcholders of the Company or their respective associates.

Save as disclosed above, there are no other matters with respect to the above that need to be brought to
the attention of the sharcholders of the Company.
APPOINTMENT OF DIRECTOR

The Board announces that Mr. Yau Chung Hong has been appointed as an INED of the Company and a
member of the Audit Committee with effect from 21st January, 2005.
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University in 1993. He is an associated member of the Hong Kong Institute of Certified Public
Accountants and a fellow member of the Association of Chartered Certified Accountants. Mr. Yau has
about 12 years of experience in accounting and corporate finance. He possesses extensive expericnce
and knowledge in accounting and financial management.

Mr. Yau has not entered into any service contract with the Company. His appointment as an INED of
the Company is not for a fixed term but is subject to retirement by rotation and re-election in
accordance with the articles of association of the Company. The director’s fee payable to Mr. Yau will
be fixed by the Board with reference to market conditions and his duties and responsibilities with the
Company subject to sharcholders’ approval at annual general meeting. Immediately prior to his
appointment, Mr. Yau has no interests in shares of the Company within the meaning of Part XV of the
Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong). Apart from being an
INED of the Company, Mr. Yau does not hold any paosition in any member of the Group and does not
have any relationship with any other directors, senior ma t, sub ial sharcholders, or
controlling sharcholders of the Company or their respective associates.

Save as disclosed above, there are no other matters with respect to the above that need to be brought to
the attention of the shareholders of the Company.

By Order of the Board
Tse Kam Pang
Chairman
Hong Kong, 215t January, 2005

As at the date of this announcement, the directors of the Company are as follows:
Executive Directors.

Mr. Tse Kam Pang, Mr. Lam Toi, Mr. Ma Gary Ming Fai and Ms, Lam Ning, Joanna
Independent Non-Executive Directors:

Dr. Donald H. Straszheim, Mr, Tsao Kwang Yung, Peter and Mr. Yau Chung Hong

Please also refer to the published version of this announcement in The Standard dated 24 January
2005.



